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CROSS - APPELLANT'S OPENING BRIEF 


STATEMENT OF PLEADINGS AND JURISDICTIONAL 
FACTS 


A. The Present Action 

Plaintiff-cross-appellant, San Marino Electronic 
ferporation (hereinafter "SME''), commenced the present action 
for declaratory judgment of patent invalidity and oei-inroinge. 
Mont in October, 1964 (R. PGI wa shortly after SME had been 
charged by defendant-cross-appellee, Geo. J. Meyer Manufacturing 
(6. (hereinafter 'Meyer"'), with infringement of the patent-in- 
Slit, United States Letters Patent No. 3,133,640 (hereafter 
M640 patent"). (R. 26-27; Ex. 10) Subsequent to Meyer's 
jaswer and Counterclaim for infringement of the '640 patent, 
SME filed a Second Amended Complaint for anti-trust violations, 
Wie laratory judgment of patent invalidity, non-infringement 
had patent misuse. (R. 94-146) Meyer counterclaimed for 
datent infringement. (R. 811-832) Meyer is the assignee of 
ie '640 patent pursuant to a Patent Transfer Agreement dated 


September 21, 1959 (Ex. 8) (hereinafter the "Patent Transfer Agreement"). 


MR." references are to pages of the single, stipulated record 
On appeal. 


Eeeeiuetsaictional Statement 

fiiemoccond Amended Complaint alleged jurisdiction of the 
Merict Court (hereafter "Trial Court") over the second claim 
mecelief therein; pleaded under §§ 1338 and 2201 and 2202 of the 
Meera! Code of the United States (Title 28, U. S. Code), in that 
@ action was for declaratory judgment with respect to the Validity 
@alileged infringement and non-enforceability of a United States 
Gent (R. 105-111). Meyer's counterclaim for infringement of 
@ '640 patent averred jurisdiction of the Trial Court also 
mec § 1338 of Title 28 of the Judicial Code (R. 154-158). 
ere was further pleaded by SME in the Second Amended Complaint, 
. fiticmeetlaim 2£Or relief, a claim under the antitrust laws of 
Menited States (r. 94-104), and as a third claim for relief, 
G@laim for declaratory judgment of invalidity and non-infringe- 
ft of another patent, Nc. 3,081,666. (R. 112-116) The latter 
@m for relief was subsequently dismissed by stipulation of 
@parties (R. 810); and the antitrust claim was severed by 
mercial Order No. 1 and deferred both for discovery and trial 
fil after the trial of the second claim for relief involving 
tent No. bm 0,040 (Rk. 836-837). The Trial Court cencludedmenae 
had jurisdiction over the parties and the subject matter. 
Meiusion of Law No. 1, R. 1832; Conclusion of Law No. 2, 
1954). 

The issue as to whether Meyer had misused the '640 


Ment was tried first during September 27, 28, 29 and 30, and, 


meted in a ruling in favor of Meyer (Tr. *725-741) *, Findings 
Fact, Conciusions of Law and Order for Judgment were signed by 
mirial Court on January 24, 1967 (R. 1813-1837). The issues 
patent validity and infringement of the '640 patent were tried 
mencing January 3, 1967 and concluding January 31, 1967 (Tr. deZos 
Bpril 7, 1967, the Trial Court filed a memorandum of its 

tative conclusions (R. 1847-1851) and heard further arguments 
eounsel on April 17, 1967, with respect to such tentative 
lelusions (Tr. 2516-2614). On June 9, 1967, the Trial Court 

@d a further memorandum of its conclusions respecting the issues 
Walidity and infringement (R. 1862-1867), and heard further 
Mments of counsel with respect to such conclusions on June ce 

#, thereupon indicating its final conclusions orally from the 


bh (Tr. 2683-2706). Findings of Fact, Conclusions of Law and 


er and Judgement (the latter referencing the Findings of Fact 
Conclusions of Law on the misuse issue signed January 24, 1967) 
B entered October 10, 1967 (R. 1938-1958). 

Bieemeusn the [rial Court in its October 10, 1967, 
m and Judgement did not thus adjudicate the antitrust claim 
relief pleaded in the Second Amended Complaint, the Court 
mecSsly determined, pursuant to Rule 54(b) of the Federal Rules 
Mivil Procedure, that there was no just reason for delay and 


Bessiy directed that final judgment be entered upon ail 


m' references are to the transcript of the infringement portion 
ee.) ff. references with an asterisk are to the trans- 
Met of the misuse portion of the trial. 


gered claims eiereroegre tricd by the Court (R. 1959-1962). 
Mesdiction of this Court of Appeals over the present appeal is, 
Before, predicated upon 28 U.S.C. § 1291. 

SME's Notice of Cross-Appeal was filed November 20, 
me (R. 1969) 

C. Scope of the Cross-Appeal 

SME appeals from those portions of the Order and 
Bement entered on October 10, 1967, dismissing, upon their 
Bits, SME's claims that Meyer has misused its patent and been 


ity of unclean hands; awarding Meyer its costs incident to 


mm. On the issue of misuse as taxed by the Clerk; and directing 


B each party bear its own attorney's fees. 


STATEMENT OF THE CASE 


A. Summary of the Facts. 

iPeger COUGLION, 

This statement of the facts is set forth pursuant 
mete 16,2, Rules of the United States Court of Appeals for the 
Mer Circuit. it is SME's contention on appeal that the Trial 
fet erred in failing to conclude that Meyer misused the '640 
pent and in failing to award SME its reasonable attorneys’ fees 
= of Meyer's course of inequitable conduct since its 
quisition o£ rights under the Patent Transfer Agreement. To this 
™ this summary is directed to two classes of facts: (1)those 
Mh establish the framework of the instant controversy and 
Meron the business, activities and products of the parties 
figant and the commercial background against which such 
™Mness, activities and products are set; and, (2) those which 
onstrate Meyer's activities within this framework, and the 
fect thereof, and establish the basis upon which SME's claims 
Pein are based. 

2. SME's Business and Activities. 

SME is a small California corporation having its 


fe piace of business in El Segundo, California. (Finding of 


m@ No. 1; R. 1814) SME was organized in late 1962 to 
oC, and sell its model 303 Electronic Empty Bottle 
Meectec which was first placed on the market in early 1963. 


inding of Fact No. 27, R. 1829) SME's only products are 


; 


Mey bottle inspection machines. In May, 1964, the '640 patent 
Meissued to Meyer. in August 1964 Meyer placed SME, and its 
Me main cuStomer, Crown Cork and Seal Company, on notice of 
Meengement of such patent (R. 28-29) In October, 1964, SME 
Ment the present suit for declaratory relief from the threat 
@patent infringement. SME did business at an annual rate of 
Broximately $400,000.00. To the date of the filing of this 
Beal, the cost of defending the litigation broughtupon SME 
Meyer has been approximately $130,000.00. 

3. Meyer's Business and Activities 

Meyer is a Wisconsin corporation having its 


Gncipal place of business in Cudahy (Milwaukee County), 


consin, and other places of busines in the United States 
PesOeemmerocinding Of Fact No. 2, R. 1814) As of the time oft 
ms litigation, Meyer did business at an annual rate of 
proximately 35 miliion dolars. Meyer manufactures an entire 
me of bottle handling equipment used by soft drink, beer and 
Ik bottling bocmpanies. Among theequipment manufactured and sold 
BMeyer are washing machines, packing machines, filling and 
/cie sorting machines, labeling machines, and an empty 

Mcle inspection machine. (Finding of Fact No. 2, R. 1814; 

® 35, 36) Meyer's empty bottle inspection machine, designated 
Bk IV, has been marketed by Meyer since late 1959. Prior to 
Mm. time, Meyer did not have an empty bottle inspection machine 
Mes time. (Finding of Fact No. i7, R. 1824) Such machine 


ived from Meyer's acquisition of xights under the only two 


Ox 


Met applications owned by Industrial Dynamics Corporation 
Meatter "Ipc'). One of these patent applications was the 
Ment application Serial No. 741,634 upon which a continuation 
Bent application, Serial No. 60,753, was based. This 
Beinuation application, filed by Meyer in October of 1960, 
sulted in the issuance of the '640 patent in May of 1964. 
Meinceor Fact No. 4, 6, R. 1815, 1816-1817) 

Meyer 1S One Of the largest, if not the largest 
mifeacturer of bottling handli ng equipment in the United oer 
inding ©emesce No. 2, R. 1815) In Meyer's own prospectus, 
yer admits to having more than 90% of the market for equipment 
-. Dottling handling field. Specifically, the prospectus 
tes that Meyer has more than 90% of the bottle labeler market; 
monly one major competitor in the filler and pasteurizer market; 
the largest manufacturer of cleaner equipment; and is the 
my domestic manufacturer supplying all required equipment for 
fully integrated and automatéd beverage and bottle Labeling 
Be. (Ex. 35) With respect to machines for detecting foreign 
Meicies in empty bottles, commonly referred to as empty bottle 
Spection machines, it is estimated that Meyer has in excess of 
% of the present market and has sold more than 70% of the 
Mines in use (Ex. 35, 36). In reaching its position within 
@ bottle handiing industry, Meyer-has accumulated somewhat 
ec 200 patents. However, the president of Meyer recalls only 
@ or three instances where Meyer has granted a license under 


S patents, notwithstanding Meyer's extensive patent portfolio. 


#578) Meyer has granted but one license under its empty 
Bie inspection machine patents. 


4. 


Other Manufacturers of Empty Bottle Inspection 


Pegetrick |. Cainoun, Donald D. Williams, and 

es H. Wymen formed IDC, which corporation began to 
Rfecture and seil an empty bottle inspection machine, designated 
Mark Ii machine, early in 1958. (R. 1689) This machine was 

substantially in accordance with the teachings of the '640 
momen cise 7 2347) «6In 1959, Ipc Ellied, in addition te 
parent application hereinbefore mentioned, an additional application 
ei No. 605,172 which resulted in the issuance of U. S$. 
Bers Patent No. 3,081,666. This patent allegec:+, defines 
Brenents over the Mark II machine, wnich improvements are 
Bxporated in the Mark IV machine. (Finding of Fact No. 4, 
R. 1815, 1816) The Mark IV machine was marketed by IDC, as 
Successor to the Mark LI machine, from 1958 until execution 
Hhe Patent Transfer Agreement. This is the same Mark IV 
Bine which Meyer has marketed since September 1959 until the 
ee merc tmem o/; Sinding of Fact No. 6, R. 1817) 

In September of 1959, Meyer acquired the then 

Bing patent epplications owned by IDC pursuant to the Patent 
meter Acreement. (Finding of Fact No. 17, R. 1824) At the 
l@ Meyer entered into such manufacture, eccording to Meyer's 
kepresentatives, there was no other commercially acceptable 


Mane for performing the function of empty bottle inspection. 


Ge 


+ 


Meeneeopssact NO. 16, R. 1824; Tr. 907-908) Thus, from 

Mee ber 1757 through March 1950, Meyer was the only company 
Mercia! yomacketing bottle inspection machines. 

bee cerminaced his relationship with IDC in July 
959. Shortly thereaftex, Wyman formed a corporation called 
mstrial Automation Corporation (hereafter "IAC") which con- 
pegan fo manufacture and sell an empty bottle inspection 


Bice ueccipecition with Meyar. (Finding of Fact No. 22, R. 1826) 


emote e-em ir. +195) Subsequently, IAC transferred its 
Mmeoty cients, including patent applications relating to the 
[mocee cue fopecticon machine which it was marketing, to ene 
Me -cittier Comeany of St. Louis, Missouri. (Finding of 
omc te. 126) 

E@osceguene to the execution of the Patent Thansfer 
ement, IDC's name was changed to Electro- “Dynamics CoOseeGee.one 
ih corporation was subsequently allowed to go dormant, serving 
as a vehicle for the receipt of royalties from Meyer 
Buant to the Patent Transfer Agreement. (Finding of Fact 
12, R. 1824) Following the dormancy of Electro-Dynamics 
oration, Calhoun and Abner L. Browning, an IDC employee, formed 
Mey corporation, Industrial Dynamics Company, Ltd. (hereafterx 
Ltd."). Neither IDC, Electro Dynamics, IDC LTd, Calhoun 
Irowning have oroduced en empt y bOLELe inspection meenine 


- 


Meee December, 1959. I) Ltd. has developed other bottie 


7 


idling equipment, all of which equipment having been sold 


Mien Meyer. (finding cf Fact No. 20, R. 1825; R. 1697-1698) 


feedopeat Preset, Cruere are but four organizations 
mercially involved with the empty bottle inspection machine 
Me cre SON-Operaring, virtually defunct Electro-Dynamics 
@oration; the Barry-Wehmiller organization; and the present 
my litigants. Both Barry-Wehmiller and SME are presently 


2 


@ the cloud of cease and desist letters issued by Meyer. 


Meeings Of Fact No. 22, 28, R. 1825, 1829) 


vat : Se on . + Dal - 
>. Meyer's Course of Inequitable Conduct 


The '640 patent derives from the parent application 
Mai No. 741,634 originaily filed by Messrs. Calhoun, Williams 
Wyman and subsequently assigned to IDC. Fourteen ciaims of 
application were prosecuted in the United States Patent 

Mec cChrough allowence. (Finding of Fact No. 4, R.1815; Ex. 

On oF about September 21, 1959, IDC and Meyer 
Beced into a written agreement consisting of two parts. 

Buant to the first part, the Patent Transfer Agreement, IDC 
mSsrerred to Meyer all of its right, title and interest in the 
Batent applications which IDC represented to Meyergas 

Mecing its machine to inspect empty bottles for the presence of 
Bign particles. The second part of the agreement of September 
m™959 consisted of a Consultant Agreement between Meyer on 
mecne hand, and Calhoun and Browning on the other hand, pursuant 


2 


meaich Calhoun and Browning agreed to act as consultants to 


LO: 


yer for a limited period of time to facilitate the transfer 
know-how relating to the bottle inspection machine then being 
nufactured by IDC to Meyer (Ex. 9). At this time, Calhoun 

i Browning were the principal officers and employees of IDC, 
ssxrs. Williams and Wyman having terminated their relationship 
th IDC some months prior thereto. Neither Williams nor Wyman 

$ a party to the consultant agreement in question. (Finding of 
ct No. 6, R. 1816-1817) 

Subsequent to execution of the Patent Transfer 
reement, at its own expense, on October 5, 1960, Meyer filed 
plication Serial No. 60753, a continuation of the parent 
plication 741,634, which parent application was subsequently 
andoned. (Finding of Fact No. 4, R. 1815-1816) The 
ecification and drawings of the continuation application were 
entical to those of the parent application but additional 
oader claims were set forth in the continuation application 
d added by amendment thereafter. (Ex. 41) As a consequence 
Meyer's prosecution of the continuation application, and the 
her transferred application, United States Letters Patent No. 
133,640 and 3,081,666 were granted thereon, respectively. 
inding of Fact No. 4, R. 1816) 

The Patent Transfer and Consultant Agreements have a 
mber of clauses of particular significance to SME's claim of 
suse of the '640 patent (Ex. 8, 9). As stated by SME at the 
Lal on the issues of misuse, and as contended herein, both 


Iteements contain non-compete and grant~forward clauses. Of © 
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ticular relevance are Article XIV of the Patent Transfer Agree- 
t and paragraph 4 of the Consultant Agreement. The purpose, 
scope and interrelationship of these clauses will be discussed 
greater detail hereinafter. The non-compete clauses were 
plemented by provisions in the Patent Transfer Agreement that 
between IDC and Meyer, Meyer had the sole right to make the 
tle inspection machines. (Ex. 9, Article V. B.) Thus, Article 
B. confers upon Meyer the exclusive right to manufacture and 
1 the particular bottle inspection machines while Article XIV 
tes that IDC will not compete in the manufacture or sale of such 
hines during the life of the agreement. The life of the 
eement is cleariy defined by Article XIII of the Patent Transfer 
eement as the pendency period of the transferred applications 
s the life of the patents to issue thereon, a period of 
roximately 22 years. (Finding of Fact No. 7, 15, R. 1820, 1824) 
As a further complement to the non-compete clauses, 
Patent Transfer and Consultant Agreements contain broad right- 
first-refusal and grant-forward clauses (Article VIII and 
agraph 5, respectively) which provide for the disclosure and 
ignment of any improvement in bottle inspection machines at 
additional royalty to Meyer and for the prompt and full 
closure to Meyer of any “electronic applications for the 
kaging industry”. | 
In June, 1966, approximately seven years after 
cution of the Patent Transfer and Consultant Agreements, and less 


n four months prior. to the trial on the issues of misuse in 
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e instant controversy, IDC (Electro-Dynamics Corporation) and 
yer entered into an agreement pursuant to which Article XIV 
the Patent Transfer Agreement dated September 21, 1959 was 
scinded and declared null and void. (Finding of Fact No. 11, 
1822) 

At the time that the Patent Transfer and Consultant 
reements were entered into, IDC's two main technical employees 
re Browning and Calhoun; Williams and Wyman having terminated 
eir relationship with IDC. Neither Williams nor Wyman were 
und by either the Patent Transfer or Consultant Agreements. 
inding of Fact No. 6, R. 1817) Wyman did, however, enter into 
employment termination agreement with IDC but apparently its 
ope fell short of stopping the Wyman venture, that is, IAC. 

e Wyman termination agreement contains a provision that Wyman 
uld, for a period of years, be bound by ali of the..terms of 

e patent protection agreement entered into with IDC. 

is patent protection was expanded to the extent that it includes 
y inspection device utilizing the principles described in the 
plication for patents then pending. (Ex. 25) 

Meyer and Calhoun considered using the Wyman termination 

reement and the patent protection agreement to eliminate Wyman 

a competitor. Apparentiy, the termination agreement, coupled 
th Barry-Wehmiller's entry into the field on the side of Wyman, 
d the prospect of a broadened patent protection to cover Wyman 
d an additional application from Calhoun, discouraged Meyer 


om suing Wyman at that time. (Ex. 27) It can be seen that 
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er and Calhoun were cooperating to eliminate Wyman as a 
petitor by two approaches; first, the emp Loyment cerminaeion 
eement coupled with broadened claims, and second, by filing 
} patents to cover the Wyman machine. Meyer, along with 
houn, was pursuing three patent applications with full 
wledge of Wyman's machine, and making every effort to cover 
an's machine by these patent applications. This was done 
withstanding that it is clear the original patent application 
ial No. 741,634 did not cover the Wyman machine, nor did the 
ent application Serial No. 808,172, which is the other 
licationsassigned under the Patent Transfer Agreement. Thus, 
March, 1960, Wyman went into business; on April 8, 1960, a 
patent application Serial No. 20,884 was filed by Calhoun 
Meyer (Finding of Fact No. 23, R. 1826, 1827); and, in 
ober, 1960, the broadened continuation application on Serial 
741,634 was filed which resulted in the '640 patent. 
The thrust of the drive to obtain means to eliminate 
Wyman machine was continued on yet another front when Wyman 
ed an application for patent on a machine for inspecting 
ty bottles. The new attack was based upon Meyer's pending 
lication Serial No. 20,884. Application Serial No. 20,884 was 
ced in an interference with the Wyman Patent Application Serial 
21,164 (Finding of Fact No. 23) Calhoun, in a letter to one 
the executives of Meyer, commented on the interference and the 
884 application stating that he considered Meyer's position weak 


that there was no true reduction to practice that could 
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;vorably compare to Wyman's earliest date. (Ex. 26)- 

The Calhoun letter had a number of marginal comments 
yereon which were made by Mr. McConnell of the Meyer Co. These 
mments are as follows: "Wasn't this instigated by Wyman activity 
fm four] first examination of his unit?", "The real reason for 
1@ mosaic application (Ser. No. 20, 884] at the time was to 
2ach on Wyman.'' Thus ‘the 20,884 application was filed to read 
a4 Wyman after Wyman's machine was marketed and was based upon 
t best a vague and poor conception and reduction to practice, 

é any, by Calhoun. Notwithstanding these circumstances, 

alhoun and Meyer entered into the interference with the pending 
yman patent application. Calhoun filed a preliminary statement 
n this interference under oath that he actively started to 
xercise reasonable diligence on or about December 19,° 1958, 
oward reduction to practice and that he actually reduced the 
nvention to practice on or about March 1, 1959 (Ex. 5). These 
tatements were made notwithstanding there is no indication in 
alhoun's work notebook that there were ever any experiements or 
ests or anything done with respect to the disclosures of the 
0,884 application. (Ex. I) 

With the Calhoun and Wyman patent applications in 
nterference, Calhoun and Meyer attempted to add the continuation 
pplication to‘the interference. Thus, Wyman was confronted with 
11 of the Meyer and Calhoun patents in the Patent Office. If 
alhoun and Meyer were successful in any of the various inter- 


erence strategies, they would have taken the first step toward 
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ablishing infringement of the Calhoun and Meyer patents by 
an. The Patent Office denied Calhoun's motion to add, and 
nted Wyman's motion to dissolve the interference. (Ex. 5; 
ding of Fact No. 23) 

b. Fraud on the United States Patent Office 

Prior to the formation of IDC, Messrs. Calhoun and 
ljiams were employed by Hughes Aircraft Company in the guided 
Mele division. (Tr. 99; Tr. *171) During the course of 
h employment, Williams and Calhoun, named co-inventors of 
subject matter of the '640 patent, acquired at least ordinary 
11 in the guided missile and missile tracking field, wherein 
-use of spoked reticle-AC systems for the electro-optical 
ection of objects against a background was well known prior 
filing the parent application. After organizing IDC, the 
entors devoted a number of months in unsuccessful attempts to 
lop an operative system for detecting particles in empty 
‘tles before deciding that a scanning type of system, similar 
that known in the guided missile and missile tracking art, was 
it suited for bottle inspection. Once it was decided that a 
tered optical system with radial scan was best suited for bottle 
pection, IDC required only approximately one month to design and 
struct its first prototype of the machine described in the '640 
ent. While the inventors appeared to have had some developmental 
iblems they were mostly engineering problems, i.e., problems 
‘ated to the application of the inventors’ mechanical and 


letronic skills. Indicative of the application of such skills 
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2 entries contained in a laboratory notebook maintained by 
lhoun during the development of the machine described in the 
40 patent. (Ex. I) At page 41 thereof, Calhoun states that 
sveral systems such as these have been used in guided missiles". 
sh statement refers to a rough block diagram drawn in Calhoun's 
1 hand depicting the scanning system of a Falcon guided missile. 
gil with reference to the Falcon guided missile system, at 
ge 41-42 of the notebook Calhoun states, "An in-line refraction 
stem can be made that is equivalent to this as follows:". 
sre follows a rough block diagram generally depicting the 
mning system disclosed by the '640 patent. 

The art within which Calhoun and Williams derived 
air skills, and the systems with which they worked, are 
rectly related to the detection principles alleged as invention in 
2 '640 patent. (Finding of Fact No. 10, R. 1941-1942; 
1clusion of Law No. 6, R. 1955) What the named inventors did 
ild not be surprising or unobvious to a person skilled in the 
- aS were Messrs. -Calhoun and Williams. (Finding of Fact 
M21, R. 1947) 
Prior to the filing of the continuation application, 
rer, by another group of attorneys, caused a counterpart thereof 
be filed before the British Patent Office. (Ex. 41, page 345) 


‘ing the course of this British prosecution, the British 


ent Office cited British patent number 517,229, issued to 
iman P. Stoate, as a basis for rejecting claims recited by the 


“ed patent application. (Ex. 108) Stoate '229 teaches the 


We 


2 of a centered optical system with a rotatable scanning member 
ving a Single radial slit. The scanning member is disposed 
Sve the bottle being inspected, with its axis of rotation 
incident with the common axis of a light source, bottle and 
shoto cell. Meyer knew, through other attorneys than those 
9secuting the applications which resulted in the grant of the 
40 patent, of the Stoate '229 patent prior to its prosecution 
the continuation application. (Finding of Fact No. 15(a), 
1944) Meyer did not bring the Stoate '229 patent to the 
tention of the Patent Examiner even though it was more relevant 
an that cited by the Examiner. 

Further facts regarding Meyer's misrepresentation 
the foregoing facts, and others, are set forth in greater detail 
fSuant to SME's argument on this issue. 

c.- Late Presented Claims 

As stated hereinbefore, the parent application was 
led on June 12, 1958, listing Messrs. Calhoun, Williams and 
Man as co-inventors thereof, such application being subsequently 
Signed to IDC. IDC began selling an empty bottle inspection 
thine, the Mark II, allegedly corresponding to the subject 
ftex of the claims of the '640 patent, early in 1958. Late in 
68, IDC began selling an improved machine, designated Mark IV, 
lich machine also allegedly corresponds to the teachings of the 
0 patent. Late in 1959, Meyer began marketing the Mark IV 
thine. In March of 1960, IAC began selling its empty bottle 
ipection machine in competition with Meyer's Mark IV. In 
“Ober, 1960 more than two years following the first sale of the 
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ark II machine, Meyer filed the continuation application em- 
odying broader claims than those recited in the parent appli- 
ation. 

During the course of its argument herein, SME will 
how that the claims added during prosecution of the continua- 
fn application define a new and different invention from that 
riginally relied upon in the parent application and that such 
laims are invalid in view of the prior sales by IDC, Meyer and 
AC of machines allegedly corresponding to the invention defined 
y the late presented claims. 

In summary, there were before the Trial Court un- 
isputed facts upon which SME bases its claim of Meyer's misuse 
f the '040 patent and its inequitable course of conduct war- 


anting an award of costs and attorney's fees to SME. 


B. Questions Involved 


1. Whether the plain and simple meaning of Article 
IV of the Patent Transfer Agreement is that IDC shall not, any- 
Mere in the world, for a period of approximately 22 years, make 
r sell machines for detecting foreign particles in empty 
Oottles which are competitive with Meyer. 

2. Whether Article XIV is a traditional non-compete 
lause. 

3. Whether a patent is misused when the transfer 
{ rights thereunder is coupled with a non-compete ciause, 


Fticle XIV. 
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a. Whether the Trial Court was wrong, as a 
atter of law, in relying upon a reasonableness of purpose test 
y conclude that the inclusion of Article XIV does not amount 
>a misuse of the '640 patent. 

b. Whether, in view of the plain meaning of 
sticle XIV, Meyer has misused the '640 patent. 

4. Whether the '640 patent is misued when the 
fansfer of rights thereunder is coupled with the grant-forward 
use Article VIII, A. | 

5. Whether Meyer's conduct in connection with the 
40 patent, as it affected the market in which the '640 patent 
) Operative, amounts to unclean hands. 

6. Whether, by virtue of the rescission agreement 
; June 23, 1966, Meyer has, or can, purge itself of the misuse 
; the '640 patent. 

7. Whether the result of Meyer's totality of in- 
juitable conduct is the imposition on SME of such an injustice 
} to warrant an award of attorney's fees incurred incident to 
le instant controversy. 

a. Whether the Court should disturb the Trial 
lurt's erroneous conclusion regarding the award of attorney's 
eS. 

b. Whether an award of attorney's fees to the. 
evailing party is proper where the losing party pursued a 
‘uurse of inequitable conduct. 

c. Whether,since its acquisition of rights 


the '640 patent,Meyer has pursued a course of inequitable 
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sonduct evidencing such bad faith as to warrant an award of 
attorney's fees to SME. 

(1) Whether Meyer has misused the 'o040 
yatent and been guilty of unclean hands in connection therewith. 

(Z) Whether Meyer committed a fraud on 
he Patent Office during prosecution of the application for the 
040 patent by withholding known, relevant prior art; by mis- 
representing its position with respect to such withheld art; and 
® misrepresenting the commercial success of machines correspond- 
ng to the '640 patent. 

(3) Whether Meyer relied at trial upon 
‘laims that are invalid because they were first presented to 
me Patent Office more than one year after a public use or 
Meee, Or aiter the intervention of an adverse public right. 

(4) Whether Meyer conducted pre-trial 
roceedings and utilized strained constructions and faulty 
jemonstrations as to.the teachings of the '640 patent during 
‘tial in a bad faith attempt to establish infringement of the 
640 patent. 

(5) Whether the whole of the foregoing 
‘ourse of conduct evidencesan inequitable course of conduct 
whe necessary result of which is to impose on SME an unjust 


urden of defense against the '640 patent. 


ee 


ERRORS RELIED UPON 


mee trial Court erred in concluding that Article XIV and 


Article VIII. A. of the Patent Transfer Agreement and 


paragraph 4 of the Consultant Agreement do not constitute 


misuse of the 'o40 patent. (Conclusion of Law No. 14, 


mR. 1835) 


oe 


imestrral Court erred in concluding that 


Article XIV and paragraph 4, whether considered 


separately or together, do not constitute misuse 


of the '640 patent or unclean hands. (Conclusion 


of Law No. 7, R. 1833-1834) 


a. 


The Trial Court erred in stating, as a finding 
of fact, the meaning attributable to Article 
LV. 

The Trial Court erred in concluding that 
mmtdiele XLV refers only to bottle inspectian 
machines for which two patent applications 
had been filed and which IDC assigned to 
Meyer, and not also to competing bottle in= 
spection machines. (Conclusion of Law No. 4, 
Re L332) 

The Trial Court erred in concluding that the 
ice. or Guretion, o£ Article, XIV 1s lLimiced 
to the pendency period of the two patent ap- 
plications referenced in the "Whereas" clause 


of the Patent Transfer Agreement. (Conclusion 
of Law No. 4, R. 1832-1833) 


a 


ERRORS RELIED UPON 


foe TerareGourt erred in concluding that Article XIV and 


Article VIII. A. of the Patent Transfer Agreement and 


paragraph 4 of the Consultant Agreement do not constitute 


misuse of the '040 patent. (Conclusion of Law No. 14, 


R. 1835) 


J 


iiemeataleGOurc ercéed in concluding that 


Article XIV and paragraph 4, whether considered 


separately or together, do not constitute misuse 


of the '640 patent or unclean hands. (Conclusion 


Supeavy NO. 7, RK. 1833-13834) 


ae 


Meee lmtal Court Grred in Stating, asea finding 
of fact, the meaning attributable to Article 
AL. 

The Trial Court erred in concluding that 
Peticle XiV refers only to bottle inspection 
machines for which two patent applications 

had been filed and which IDC assigned to 
Meyer, 2nd not also to competing bottle in- 


Spection machines. (Conclusion of Law No. 4, 


e832) 


ne gural CGCourGg erred in concluding that ene 
Mire mom direction, of Article X1V as limited 
to the pendency period of the two patent ap- 
plications referenced in the "Whereas" clause 


Sreche Patent Transier Agreement. (Conclusion 
of Law No. 4, R. 1832-1833) 


a 


iiesmrral Court erred in concluding that, 

as the phrase "in competition with" is 

iers| a9 Article AV, fe teans only seaae 

IDC is prevented from making and selling only 
those machines covered by applications re- 
ferenced in the Patent Transfer Ayreement. 
(€cGmelusion of Law No. 5, BR. 1833) 

moemerlLal Gourt “erred in iconcluding, chac. sce 
the extent that the phrase “during the Life 
of this agreement" in Article XIV tends to 
epdicacte that the protection afforded by thas 
Article extends over the life of the patents 
to issue on the referenced applications, it is 
Surplusage. (Conclusion of Law No. 5, R. 
oo) 

The Trial Court erred in applying a reason- 
ableness of purpose test to its determina- 
tion of whether Article XIV and/or paragraph 
4 constitute patent misuse or unclean hands. 
(Findings of Fact No. 14, R. 1823; Conclusion 
Oi Law NO. 7, R. 1833-1834) — 

The Trial Court erred in concluding that by 
virtue of the rescission agreement of June 23, 
Mcomearticie KIV cannot presently anpain 
Meyer's rights to protect the ‘640 patent. 


(Conclusion of Law No. 8, R. 1834) 


Zon 


peeve irial Court erred in concluding that the 
Prant-LOrward clause Article VILI.A. of the 
Patent Transfer Agreement does not constitute 
patent misuse or unclean hands. (Conclusion 
Geetaw No. 2, R. 1835) 
pemeiGe drial Court erred in finding that the 

provisions of Article VIII.A. are reason- 
able. (Findings of Fact No. 25, R. 1828- 
' 1829) 

Dameine Traal Court erred in applying a reason- 
ableness of purpose test to its determina- 
tion of whether Article VIII.A. constitute 
patent misuse or unclean hands. (Finding 
GrePact No. 25, KR. 1828-13529) 

Beeeiccetrial Court erred in concluding that the 
combination of the non-compete clause, the 
grant-forward clauses, and the right of first 
refusal clauses in the Patent Transfer and Con- 
sultant Agreements do not constitute unclean 
hands or patent misuse. (Conclusions of Law 


No: 14, R. 1835) 


The Txial Court erred in concluding that Meyer's attempts 
to restrain competition from Wyman by broadening the pend- 
-ing '640 patent applications to cover Wyman's later de- 
velopnents; by filing an pogievonal application and 


instituting an interference with Wyman's application; 
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and by sending Wyman's assignee cease and desist in- 
£ringement letters do not constitute unclean hands or 
patent misuse. 

The Trial Court erred in failing to award SME its costs 
of litigation incident to trial on the issues of patent 
misuse and unclean hands. (Conclusion of Law No. 24, 
ik L990) 

The Trial Court erred in concluding that each party 
should’ bear its own attorney's fees. (Conclusion of 
Law No. 24, R. 19538) 

l. The Trial Court erred in failing to find and 
conclude that the totality of Meyer's in- 
equitable and bad faith conduct has imposed an 
an unjust burden on SME. . 
a. The Trial Court erred in concluding that 

Meyer has not misused the '640 patent and 
has not been guilty of unclean hands with 
respect thereto. (Order for Judgment, R. 
837) 

b. The Trial Court erred in concluding that 
Meyer has not practiced a fraud on the 
United States Patent Office ia its prose- 
cution of the application for the '640 
patent. (Conclusion of Law Nome R. 
1956-1957) | 


(1) The Trial Court erred in finding that 
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Meyer did not practice any fraud on 
‘the Patent Office by failing to call 
known relevant prior art to the 
attention of the Patent Office. 
(Finding of Fact No. 15 (a),.R. 1944- 
1945) 

(2) The Trial Court erred in finding that 
Meyer's attorneys were not convinced of 
the relevance of such prior art. (Find- 


ing of Fact No. 15 (a), R. 1944-1945) 


(3) The Trial Court erred in basing its de- 


termination as to whether Meyer com- 
’ mitted a fraud on the Patent Office on 
Meyer's attorney's state of mind. 

(4) The Trial Court erred in failing to find 
that Meyer misrepresented the commercial 
success of the invention allegedly taught 
by the '640 patent. 

The Trial Court erred in failing to rule upon 

SME's contentions that claims 7-15, 17-24 are 

invalid because they were filed more than one 

year after public use began. (Conclusion of 

Law No. 17, R. 1957) 

The Trial Court erred in failing to find that 

Meyer's contentions as to the teachings of the 

'640 patent, and its trial demonstrations ex- 


emplary thereof, were made in bad faith. 
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ARGUMENT 


A. Summary. 
SME's case on appeal may be simply stated as 
llows : 
1. Meyer has unlawfully expanded the monopoly 
d the scope of the ‘640 patent by: 
a. Contractually binding, wherever possible, 
e inventors thereof from further competitive developments 
th empty bottle inspection machines marketed by Meyer through 
oad non-compete provisions in the Patent Transfer Agreement; 
d, 
b. Where not contractually possible, by . 
ling and broadening patent applications, in bad faith, to 
ver competitive equipment. 
The Trial Court erroneously condoned such 
tivities by failing to conclude that, as a matter of law, 
eh course of conduct amounts to patent misuse and unclean 
nds. 
Z. The Trial Court erred in failing to award 
Eits attorney's fees incurred with respect to the trial of the 
stant controversy and further erred in awarding Meyer its costs 
| litigation incident to the question of patent misuse. Such 
tor stems from the Trial Court's further errors, aS a matter of 
Wy in failing to conclude that: 
a. Meyer misused the '640 patent; 


b. Meyer practiced a fraud on the 
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atent Office by failing to come forward with known prior art, 
ore relevant than that cited by the Examiner during prosecu- 
ion of the '640 patent, while distinguishing the alleged 
nvention defined by the '640 patent from the cited art ona 
asis which was clearly disclosed by the withheld art; 

c. The '640 patent was sought to be enforced 
y Meyer while relying upon late presented claims, i.e., claims 
nbodying subject matter first presented to the Patent Office 
ore than one year after Meyer's use and sale of machines 
mbodying such subject matter, and/or, claims first presented 
fter the intervention of adverse public rights; and 

d. Meyer's course of conduct from its 
squisition of the '640 patent through trial on the merits is 
raught with inequitable and bad faith pursuits. 

The controversy on appeal stems not from a dis- 
ited factual basis, but rather from the erroneous conclusions 
rawn by the Trial Court as to the significance of the undis- 
ited facts in view of the applicable iegal principles. 

Accordingly, SME's objectives herein are to seek 
9 rectify that which SME contends are erroneous conclusions 
irected to an issue of law of great public interest, which 
Inclusions are now published and stand as ..a precedent in this 
ircuit; to recover costs wrongfully awarded Meyer; and to 
2cover its attorney's fees for litigation inequitably imposed 


Ure 


28. 


B. Meyer's Imposition Of The Anti-Competitive 
Provisions Of The Patent Transfer Agreement Is An Unlawful 


Extension Of The Patent Monopoly Amounting To Patent Misuse. 


l. The Plain And Simple Meaning Of Article 
XIV Is That Industrial Dynamics Corporation 
Shall Not, Anywhere In The World, For A 
Period Of Approximately 22 Years, Make Or 
Sell Machines For Detecting Foreign Particles 
In Empty Bottles Which Are Competitive With 


Those Produced By Meyer. 

The Trial Court properly concluded that the 
terms of the Patent Transfer Agreement are understandable and, 
therefore, interpreted the contract from its four corners 
without regard to extraneous evidence. (Conclusion of Law 
No. 18, R. 1836; Tr. *329-330). It is well established that 
the correctness of an interpretation or construction so derived 
is purely a matter of law; that the instrument must be construed 
according to all of the terms employed; and, that a court is not 
at liberty to disregard words used by the parties or to insert 
terms not employed by the parties. Cases collected: 17 Am. Jur. 
2d, Contracts, Sec. 241, 242, 259. 

The Patent Transfer Agreement provides in 


relevant part: 


Whereas, Fredrick L. Calhoun, Donald D. 
Williams and James H. Wyman, and Fredrick 
L. Calhoun and Abner L. Browning are the 
inventors of a machine, hereinafter called 
a "bottle inspection machine", which is 
used to detect and reject bottles coming 
from a bottle washer which have not been 
properly washed or which contain foreign 
matter, for which invention two applications 
for letters patent have been filed in the 
United States Patent Office on June 12, 1958, 
and on April 21, 1959, respectively, and 
which bear the serial No. 741,634 and 
808,172, respectively. 
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AGere le XV 


Industrial agrees that it will not enter 
into competition with Meyer in the 
manufacture or sale of bottle inspecting 
machines during the life of this agreement. 


Article XIII 


Unless sooner terminated under Article Se, 
this agreement shall continue in force 

to the end of the term of the last to 
expire of any United States Letters 
Patent obtained for either application 
serial No. 741,634 or application 

serial No. 808,172. .. 


m the Consultant Agreement: 
4. Agreement not to compete 


(Calhoun and Browning) agree that for a 
period of three years after completion of 
. their services under this agreement, they 
will not, jointly or severally, enter into 
the employ of any person, firm, corporation 
or other organization or themselves engage 
in business when such employer, employment 
or business shall be in any way in competition 
with Meyer in its manufacture or sale , 
of bottle inspection machines as defined 
in the agreement between Meyer and Indus- 
eat (PILE. Ex. 9) 


In view of the Trial Court's conclusion that 

agraph 4 of the Consultant Agreement has the same coverage 
effect as Article XIV except that it restrains only Messrs. 

houn and Browning, for a limited period of time, (Conclusion 
Law No. 6, R. 1833) the following discussion, while appli- 
le to paragraph 4, will be directed only to Article XIV. 

The Trial Court concluded that the subject of 
‘ 


Patent Transfer Agreement is the "bottle inspection machine' 


it is defined in the first "Whereas" clause; stated that the 
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SSP a ee 


agreement is directed to the bottle inspection or inspecting 
nachines for which two patent applications were filed and refer- 
red to in the "Whereas" clause hereinbefore; (Finding of Fact 
Yo. 12 R. 1822); and concluded that the machines referred to in 
\rticle XIV are machines for which two patent applications 
seferred to in the 'Whereas'' clause were filed, and only those 
wachines. (Finding of Fact No. 13 R. 1823). It is submitted 
shat the Trial Court's interpretation of Article XIV with 
“espect to the meaning of "bottle inspecting machines" and the 
luration of Article XIV is stained’ and erroneous as a matter of 
aw; and that such is the result of the Trial Court's failure 
io adhere to established legal principles relating to the 
nterpretation and construction of contracts as hereinbefore 
et forth. 

The position which the Trial Court has taken with 
‘epard to the meaning of Article XIV falls short of reality.: 
this conclusion will become apparent from a careful analysis of 
the terms employed by the parties in Article XIV. In Article 
(IV there are three important phases: 


1 1. ‘will not enter into competition with 


Meyer" 
2. “in. . .bottle inspecting machines" 
3. “during the life of this agreement” 


ees 5 


Analysis should begin with the phrase, 
iottle inspecting machines,'' the subject of Article XIV. It 
s first submitted that Article XIV does not, and was not, 
mtended to refer to the "Whereas" clause; the 'Whereas" 


‘lause refers to "bottle inspection machines", not "bottle 
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inspecting machines" as employed in Article XIV. Secondly, 

the "Whereas" pice is not, per se, a definition; there are 

more than five different phrases used to refer to the subject 
matter of the agreement in various clauses. The following 

are a few phrases so used: "bottle inspecting machines 

forming the subject matter of this agreement" (Articles 

IV and V); "bottle inspection machines incorporating the teachings 
of the inventions as defined in applications serial Nos. 
eieoo4eamd 608,172" (Article VI). 

It cannot be contended that the patent applications 
referenced in the "Whereas" clause in any way define the sub- 
ject matter of the agreement for then the agreement must fail 
for indefiniteness, a result to be avoided if possible. If 
resort is to be made to the applications,does one refer to the | 
drawings, the description, the first claims, the claims added 
by amendment during prosecution, or the claims of the issued 
patent? As is shown hereinafter, the claims of the issued 
'640 patent ditfer extensively from those first recited in the 
parent application Serial No. 741,634. Thus one cannot find the 
subject matter of the agreement in the transferred applications. 

Turning to the critcal phrase ‘will not enter into 
competition with Meyer", the words "compete" and "competition" 
are defined by Webster's Seventh New colilesiate Dictionary, 


1965, in the following manner; 
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Mompece. . .LO Vile With another for or as iE 
for a prize. 


Competition. . .l: the act or process of 

competing: rivalry. 2: a contest between 

rivals; also; the person competing. . . 

3: the effort of two or more parties to 

secure the business of a third party by offer 

of the most favorable terms. . . 

S. Chesterfield Oppenheim in his book, Federal Anti- 
Trust Laws, 1959, p. 65, defines "competition" in a realistic 
sense as: ''The self-interested and independent rivalry 
ef two or more private competitors." 

Thus, according to Article XIV, IDC was bound not to 
impose any independent and self-interested rivalry with Meyer. 
This condition was to prevail in "the sale and manufacture of 
bottle inspecting machines." 

Assuming for the moment, but not conceding, that the 
Trial Court's position is correct that "bottle inspecting 
machines'' means that apparatus disclosed in the patent appli- 
cations enumerated in the ''Whereas'" clause, then IDC would, 
according to Article XIV, be restrained from presenting an 
independent and self-interested rivalry with Meyer in the sale 
and manufacture of machines shown in the patent applications. 
Such rivalry could arise by IDC's manufacture or sale of 
machines substantially identical to the ones shown or disclosed 
in the patent applications; or, by its manufacture or sale of a 
machine substantially different than the ones shown or disclosed 
in the patent applications, but performing the same function; 
or by its manufacture or sale of an unpatented machine for 


performing the same function. 
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The interpretation that Article XIV prohibits IDC 
only from selling or making a machine identical to the one 
shown in the patent applications results in Article XIV being 
purely redundant and mere surplusage, an effect that the 
Trial Court was not at liberty to cause. This result would be 
clearly reached under the Trial Court's interpretation for 
Article V. B. of the Patent Transfer Agreement provides: 

B. After commencing the manufacture of the 

bottle inspecting machines, Meyer will have 

the sole right to make such machines and also 

the sole right to sell such machines,. . . 

(px. 8) 
fhe prohibition against making identical machines within the 
scope of Article XIV would also be redundant for the reason 
shat when the subject patent applications issue into patents, 
selling a substantially identical machine would of course be an 
infringemeat thereof. This, coupled with the estoppel of 
validity attaching to the patent transfer, would prevent IDC 
from making, using or selling such an identical machine. 

Turning finally to the phrase "during the life of this 
areement'' set forth in Article XIV, the Trial Court properly 
concluded that the meaning of the phrase is as set forth in 
Article XIII (Finding of Fact No. 15, R. 1824). Thus, the 
life of Article XIV was to be a period of seventeen years plus 
the pendency period of the subject patent applications. 

The clear thrust of Article XIV is to prevent IDC 
[rom manufacturing machines, not only identical with those shown in 


che subject patent: applications, but which are competitive with 
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such machines, for a period of approximately 22 years. Yet, 
contrary to the terms employed by the parties, the Trial Court 
concluded that: (1) since Article XIV refers only to machines 
covered by the subject patent applications, the whole of 
Article V. B. was but a mere redundancy not altering the meaning 
m Article XIV; and that, (2) to the pecan: that the phrase 
"during the life of this agreement'' appears to extend beyond 
the pendency period of such applications, it is mere ee 
and Meyer extracted protection only during the pendency period. 
Beferring to the latter conclusion, the Trial Court, apparently 
laving difficulty with its plain meaning, concluded that it was 
nerely inartistic. (Finding of Fact No. 15, R. 1823) However, 
sche Trial Court also noted that the Patent Transfer Agreement 
yas a "committee" effort. (Tr. *729) It would be easier to 
iccept the Trial Court's conclusion of inartisticness had 

there been but a single person involved in the negotiation and 
jrafting of the agreement. However, it seems virtually beyond 
mie realm Gf reason that such inartisticness, if that if be, 
vould escape the efforts of a committee dedicated to a common 
erfort. 

The true scope and intent of Article XIV is accurately 
reflected in the statements of George L. N. Meyer, Sr., president 
9f Meyer from 1945-1962: 

(MR. HORN] 

Oeeeiideineparcicular, £ would Like te 

ask you, sir, with reference to the paragraph 

for the item numbered five and ask you what 


you meant by the words that appear there, 
namely, 'agree not to compete . 


3D 


A. If we purchases the patent, we felt that 
neither Industrial Dynamics nor the people 
concerned should compete with us on the 
machines that we -- machine that we bought 
and paid for. 


Q. Could you expand on that in this regard, 
do you mean by that they ought not to be 
able to compete with you by reproducing and 
offering for sale this same machine that you 
were buying or one similar to it. 


(exchange between attorneys omitted) 


Pee One similar to Lt. For the purpose of 
examining empty bottles with particles in 


them. 


Omelet me further ask you im this regard, 
whether you were interested in securing from 
the Calhoun people an agreement not to 
manufacture an empty bottle inspection machine 
that worked on a principle different from the 
then design of the machine that you and your 
son inspected? 


A. Well, I would say that I think this was 
in our minds. We are dealing with people we 
knew nothing of. We knew nothing of the 
caliber of the people behind Industrial 
Dynamics. They were strangers to us. If 
they are holding back ideas at the time they 
sold this, there would be no sense of buying 
the patent if they had something they were 
going to come out with which would throw this 
out of the window. 


Q. In this regard, were you also concerned 
with that which they might yet design, which 
‘they might not as you put it, be held back? 


MR. BECKWITH: Do you understand that 
question: I object to it. 


MR. HORN; 


Q. Were you concerned, Mr. Meyer, with securing 
an agreement from Mr. Calhoun and his 

associates from manufacturing and offering for 
sale an empty bottle inspection machine which 
was different from that described in the 
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patent applications in question, which they 
had not yet thought of but which they might 
acer think of? 


(exchange between attorneys omitted) 


A. Well, I think we felt that they shouldn't 
compete in the field we were buying the 
patents in. (emphasis added) (Georremi a: Meyer, 


Saemeocpoes tion, p. 21, 1. 5 = p. 24. 12 16) 


Following this answer there was a lunch recess. 
Following the recess, Mr. Meyer's answers took on a different 
color. Later in the day Mr. Meyer testified with respect to 
the manner in which negotiations were carried on between himself 
and Mr. Calhoun on the non-compete clause. A relevant extract 
of Mr. Meyer's refreshed testimony is set forth in Appendix D . 
Mr. Milton Shapiro, who took part in the negotiations preceding 
execution of the Patent Transfer Agreement, representing a group 
of financial investors of IDC,confirmed on deposition that Meyer 
was seeking to prevent competition from IDC via the inclusion of 
Article XIV. A relevant extract of that testimony is set forth 
in Appendix E. | | 

Finally, the plain meaning of Article XIV is borne out 
by the facts subsequent to the signing of the agreement. Neither 
IDC (Electro-Dynamics Corporation) nor Calhoun, Browning, or any 
of the companies with which Calhoun or Browning have been 
associated, have manufactured or sold a bottle inspection 
machine for detecting foreign particles since September 21, 

1959, (Finding of Fact No. 19, 20, R. 1825), whereas Wyman, 
not being bound by the Patent Transfer Agreement, has sub- 


sequently introduced a competitive machine to the market. 


oe 


In summary, Article XIV has a plain and simple meaning; 
that IDC was not to make any machines for performing the function 
SB. inspecting empty bottles for foreign particles which were 
competitive with any such machine made by Meyer, for a period of 
approximately 22 years, anywhere in the world. This is based 
upon the clear and necessary relationship of the terms employed 
by the parties and the subsequent performance thereof by IDC, 
Calhoun and Browning. To give Article XIV any other meaning 
than that of a traditional non-compete clause would offend that 
which naturally flows from the provision. In conclusion, the 
weight of reason, facts and expectations demand that Article 
XIV be read simply as a non-compete clause. 


2. <A Patent Is Misused When The Transfer Of 
Rights Thereunder Is Coupled With A Non- 


Compete Clause. 


It is important to first define the scope of the 
patent monopoly granted by Congress. The patent grant is 
defined by 35 U.S.C.gg 271(a), 112, which statutes are sum- 
marized in the established rule that the claims of the patent 
define the invention that is protectible. The final element of 
she lawful monopoly is found in 35 U.S.C. § 283, which provides 
for an injunctive remedy for infringement. 

These three statutory code sections provide that the 
Batent owner has the monopolistic right, in accordance with the 
principles of equity, to exclude another from manufacturing, 
selling or using 


1. The invention which is defined by the 


claims of the patent, 


yemetor the file of the patent. 


When the patent owner attempts to broaden the scope of the law- 
mil patent monopoly by soliciting the performance of acts 
beyond the scope of the statutory grant, he runs the immediate 
risk of having his patent held unenforceable for being misused. 

The doctrine of patent misuse is founded upon deep 
Sccdepabumc policies and equitable principles. It is directly 
Belated to the “unclean hands" doctrine, that is, a party 
seeking the aid of the court of equity must come into the court 
gith clean hands. Morton Salt Company v. G. S. Suppiger Co., 
314 U.S. 488 (1942) The clean hands required of a patent owner 
in a patent case must be viewed against the circumstance that 
1e is exerting a monopoly and requesting the court to grant 
injunctive relief to enforce this monopoly. Consequently, the 
Patent owner, in conjunction with the court, has the power 
-o eliminate competition, to stop a person from manufacturing 
a product and to drive a person out of business. The issuance 
9f an injunction in the instant case would have driven SME 
completely out of business as SME's only product is an empty 
ottle inspection machine. The court's concern with the 
bublic interest in free competition, draped against the 
extraordinary power and effect of the injunction remedy should 
therefore not be lightly disregarded. 

The doctrine of misuse looks toward preventing public 
harm rather than being wholly concerned with the individual. 
The nature of the harm protected against is the unlawful 


expansion of the patent grant detrimental to the public 


oohs 


titlement to competing devices. McCullough v.. Kammerer Conn 
Meee de 759 (th Circuit 1948). 


Individuals are not by private agreement permitted 
expand the scope of a patent. This was clearly explained 
Bren Olutonmricttre case (243 U.S. 502 (1917) ) wherein the 

urt stated that the extent of a monopoly assertable through 
muse of a patent is defined and limited by the patent Law, 
Gq the patentee will not be permitted to impose any conditions 
ich he chooses upon any use of the patent which he may allow. 


femumbeed States v. Univis Lens Co., Inc., 316 Usage 


Mes 2) weater Justice Stone further clarified this concept 


Praetmewemar the particular form by which the monopoly 
sought to be extended is immaterial. And, more recently, 


Beemeacceeorsnensicy Equipment Co., inc. v. Esco Corp. 
re dee 72 o0 (5th Circuit 1967), the court stated: 


Pursuant to the patent monopoly} the 
patentee may exploit his exclusive rights 
as he sees fit, but should his exploitation 
exceed means "normally and reasonably adapt- 
ed to secure pecuniary reward for the [patent] 
monopoly,'' his actions become subject to the 
same restraints as are imposed upon those 
mot protected by patent's monopoly, such as 
Em@ementitrust laws. (citations omitted) 


Comemmuine at p. 261 the court relied upon the Morton 
Be case, supra, wherein Mr. Justice Stone stated: 


it is the adverse effect upon the public 
miearest Of va successtul infringement suit 
mameon Unel ion with the patentee'’s course of 
conduct which disqualifies him to maintain 
the suit, regardless of whether the particular 
defendant has suffered from the misuse of the 
mam@ene. ) .fne patentee, like those other 
holders of an exclusive privilege granted 
in the furtherance of a public policy, may 
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not claim protection of his Grant fy ene 
courts where it is being used to subvert 
that policy." (emphasis added) 
as. Che rationale for patent misuse is based upon 
containment of the patent monopoly, avoidnace of Bes Giaimes 
On free competition and the unclean hands of the patentee 
Brewed in the light of his course of conduct. 
a. The Trial Court Erred As A Matter Of 
Law In Relying Upon A "Reasonableness" 
Hest to Conclude Thar The '640 e2--40" 
Was Not Misused 
Although faced with the clear terms Oe AG etc le 
XIV, the Trial Court determined that it was "reasonable" for 
Meyer to protect its original investment in the patent application 
during the pendency of such applications, and therefore concluded 
gaat che inclusion of Article XIV does not amount to a misuse 
B£ the ‘640 patent. (Finding of Fact No. 14, R. 1823; Conclusion 
Of Law No. 4, R. Wei eae ss) Apparently, the Trial Court's 
preoccupation with the alleged fairness of allowing the holder 
of a patent application to prevent others from inventing "around 
Chat application, or invent{ing| something that would be an 
improvement upon the device in that patent application" (in 
short, competing), is the root of the Trial Court's Eeroneone 
eonclusion. (Tr. *634). It is strongly urged that the Trial 
sourt's application of the fairness or reasonableness standard 
-O the question of patent misuse is clearly erroneaus. 
The previously cited authorities make it abundantly 


‘lear that it is the expansion of the patent monopoly that the 


loctrine of misuse is designed to prevent. It seems no less 


aN 


meear that contractual provisions designed to preventone from 
venting "around (a pending application J, or invent /ing| some- 
hing that would be an improvement upon the device in that 


atent application" confer upon the promisee an extraordinary 


Ower of patent monopoly expansion. There is no legal support 


hatever for the proposition that where the patent monopoly is so 
Kpanded, there will be no misuse if the contractual provision 
meates fairly or reasonably to the promisee. The doc eminemers 
suse is not concerned with the particular method by which the 
mopoly is expanded; if the monopoly is expanded, or one is given 
ee ee eeesPpaid 1, that patent concerned is misused. The 
(trine of patent misuse does not recognize the Trial Court's 
1f-developed reasonableness Gest. 

Mer-aveme the courts have looked at the alleged 
asonableness of contractually preventing competition during 
m pendency of a patent application and have concluded that 
eontractual prohibition against making, using or selling @ 
vice in competition with that shown in a transferred patent 
Jlication amounts to an illegal restraint on free competition. 
methays v. Scheu, 10 Caleapp.2d 5/74) 952. P 92d 512 (3rd Districes 
=). 

Pigeeinaliy, the Patent Office has more than adequately 
tected the patent application owner in the went of infringe- 
= or eee ened infringement by providing special procedures 
teby a patent may be promptly issued in the event that there 


an infringing device actually on the market. U. S. Department 
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Commerce, Manual of Patent Examining Procedure, §§ 708.01, 


moe (3rd Ed. 1961). 
b. In View Of The Plain Meaning Of 
Article XIV, Meyer Has Misused 
The ‘640 Patent 
Heecetterate briefly, Article XIV provides: 
imdustrial aerees that it will not 

enter into competition with Meyer in 

the manufacture or sale of bottle inspec- 

tion machines during the life of this 

ae econent. 

Such clauses are quite common and have been the 
Mecesor much litigation respecting their validity with 
elo Semeny equestion as to their meaning. In the tabula- 
Pn set forth in Appendix F , there are a number of non- 
mpete clauses listed together with cases in which they were 
tigated. All of these cases found the clauses in question 
be non-compete clauses in the traditional sense. Of parti- 
Par note are the McCullough v. Kammerer and Berlenbach v. 
Berson and Thompson Ski Co. cases decided by this Court. In 
l of the cited cases, the clauses involved which were held to 
non-compete clauses resulted in the patents being declared 
Sused. From a comparison of Article XIV with such clauses, it 
mn be seen that it is substantially identical with those clauses 
ld to be non-compete clauses and which resulted in misused 
Bents. it is particularly worthwhile to connere Asce Lc Les ny 
th the licensee clause in the McCullough case. These 


auses are essentially indistinguishable. It is submitted 


me Article XIV is a typical boiler plate non-compete clause 
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md should be afforded its plain and simple meaning as a non- 
fompete clause. 

The case law applicable to the non-compete clause - 
suse question derives from the "licensee-non-compete" cases. 
m such cases the licensor obtains from the licensee a promise 
© manufacture only the patented device and to not deal in 
Mee catemvencaevices. In these situations, the licensor has 
Mmempced tO justify this provision by stating that it is a 
easonable provision necessary to insure that the patent licensee 
211 fully exploit the patent so that the patent holder receives 
is just reward for the invention. In response to such an 
meument, the courts have almost universally held the non- 
ompete licensee provisions to be a misuse. The landmark case 
m the area is National Lock Washer Company v. George K. Garrett 
mieeniemeermee eo 255 (3rd Circuit 1943), wherein the @coure 
estated the grave public interest in patent matters and the 
ecessity for restricting the patent monopoly to the statutory 
Fant, irrespective of the method employed in attempted 
xXpansion. 

The foregoing doctrine involving the non-compete 
[/tnsee fassalso been applied to the exclusive licensee 
Mevetion. For example, in Park-In-Theatres v. Paramount— 
Menards Theatres, 90 F.Supp. 730 (D. Del. 1950), affirmed 
Me curiam, 185 F.2d 407 (3rd Circuit 1950), it was held that a 
on-compete clause given by an exclusive licensee resulted 


Mamisuse. In reaching this conclusion, the court, relying 
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ipon the National Lockwasher Company case, stated at 
me ssupp. p. /35: 
. . @I1t is the tendency of the restrictive 


CS - a . . 
covenant in the agreement with which this suit 
Mmamconcerned to restrain potential competition 


from other non-infringement types of drive-in 

Sieaeers that brings it into conflict with 

public policy. (emphasis added) 

ites well established that there is very little 
miference, if any, between an exclusive license arrangement 
md a transfer arrangement such as embodied in the Patent 
Ransfer Agreement. Such agreement included royalty pro- 
Bsions, termination provisions whereby the patent could revert 
® IDC, patent prosecution clauses, grant-forward provisions 
md other provisions commonly found in license arrangements. 
Ex. 8) | 
; The Supreme Court held in Waterman v. McKensie, 138 
eS. 252 (1891) that a patent assignment agreement is in sub- 
tance the same as an exclusive license agreement, and there 
S no meaningful distinction between the two. Thus, there is 
Mm meaningful distinction that can be raised solely because 
£ the differences between a license agreement and the Patent 
Fansfer Agreement. 

immeconparing the restricted licensee im nemecompere 
f@ses and the licensor in a non-compete situation, it is clear: 
Mat 42 non-competitive restriction imposed upon a licensee has 


‘lesser tendency to discourage invention and research and 


Byelopment than if imposed on a licensor. In most instances, 


| . ee 


mis the licensor that is the party with the xnow-how and 
metty to invent. If research and development is to be 


mcouraged by Ene patent law, it is the licensor (the inventor) 


Hat must remain free to innovate and compete. Furthermore, 


m the "licensee Situation", there is some Se Uivieialevaanes 


istification for the non-compete clause with respect to 

Be patent in that it tends to insure that the licensee will 
Ploit the patented device and the licensor will obtain its 
fe reward. There is no such justification for including "a 


m~compete clause in the "licensor Situation.” This measone 


p is particularly applicable in the instant case. Dee 
thoun and Browning were the designers of the Meyer machine, 
ey were the persons and company capable of research and 
velopment. Meyer has maintained Ehat it required them none 
mpete clause for protection of its investment. It is sub- 
ected that the protection which Meyer sought by the non- 
npete clause was protection from cOmpebi tion. 

The courts and writers have concluded that there 
no difference or logical basis upon which to distinguish 


) "licensee non-compete" situation from the "licensor non- 
mete" situation. In the McCullough v. Kammerer COEpe 

€, supra, this Court stated that the licensor's agreement 
Cxtend the patent monopoly area by excluding itself from 

eng, using, renting or licensing a competitor's jeyateye Grete S 

the same prejudice to the public as the restricting agreement 


the licensee. Aeecord: Tou@hett v. EZ Paintr Cort.) ESCire 
en 


P- 384 (E.D. Wis. 1957). From the McCullough case, and 
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Meeocott Paper Company case cited therein, it is clearly seen 
shat it is in the public interest that the licensor be unfettered 
merestrictions such as non-compete clauses. The import of the | 
yolicy of leaving the inventor (licensor) free to develop and 
mnovate is succinctly stated in R. Nordhaus and E. Jjurow, 
mtent-Antitrust Law, (1961) at page 8345: 


Moeehe extent that an agreement of this 
character [a non-compete clause restricting 
the licensor) , which is usually coupled 
with a grant of an exclusive license, pre- 
vents a licensor from dealing with unpatented 
competing goods or processes not covered by 
the licensed patent, the covenant is wholly 
outside the scope of the patent grant. This 
covenant prevents a licensor from acting in 
fields in which it would otherwise be en- 
@meled sto act even if the licensee owned the 
licensed patent outright. Furthermore, it 
discouraged research, for if the licensor 
should develop a new invention, it could 
not be practiced in the event it was competi- 
tive to the licensed invention. It should 
be quite evident that the covenant does not 
serve in any way to benefit the licensor, 
Puewrather serves solely to benefit the 
licensee through the compete elimination of 
eompetition of the licensor. Such an agree- 
ment is subject to censure as it is clearly — 
not within the scope of the patent of the 
licensor. 


These established legal principles have been directly 
Melted to the "licensor non-compete" misuse situation in 
Wo cases directly on point with the instant controversy. 
Me Court, in the McCullough case, supra, considered the 
@ilowing non-compete clauses: 

ll. The Licensee covenants and agrees 

@emine the term of this license agreement 

not to manufacture or use or rent any de- 

vice which will be in competition with the 


device or devices covered by this license 
agreement. 
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id. The Licensor covenants and agrees 

G@uring the term of this agreement, not to 

manufacture, Sei trent lhecnse om wee 

or in any Way do business with the device 

@redevrces covered by this agreement or 

petition with the device or devices covered 

by this agreement. ~ 

Meerele XLV of the Patent Transfer Agreement ‘is 
yirtually identical with the above paragraph 11 and, in 
Biostance, identical to the above paragraph 12. This Court 
stated that these covenants unlawfully extended the monopoly 
5f the licensed patent thereby causing the patent to be mis- 
used. Specifically, in considering the effect of the 
licensor's covenant, this court stated at 155 F.2d 762: 

With regard to the licensor's agreement 

with the licensee to make more certain the 

licensee's profit by extending the monopoly 

area by excluding itself from making, using, 

renting or licensing competitive cutters, 

such a patent monopoly extension by the 

agreement of the licensor has the same pre- 

fectece to the public as the restricting 

agreement of the licensee. 
This statement has direct application to the instant case 
wherein the entire company, the transferor (who stands in 
Substantially the same position as a licensor), restricts 
itself from dealing in competitive devices for a period of 
approximately twenty-two years (the life of the patent plus 
the pendency period) in an unlimited geographical area. The 
Sublic experiences a greater prejudice in this case than that 
Nhich concerned the court in the McCullough case. Article 


KXIV effectively eliminated IDC, the alleged innovator and 


@reator of the alleged first commercially successful empty 
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@ectle inspection machine, from the field. It discouraged 
research and development. It enabled Meyer, one of the largest 
bottle handling equipment manufacturers in the United States, 
if not the largest, to approach or obtain a monopoly position 
gn another product which forms a part of a bottling line. 
Thus, the non-compete clause has enabled Meyer to continue 
mo repeat its statement that it is "the only manufacturer of 
mcompletely automated and integrated bottling line." (Ex. 35) 
[t is only by the escape of Wyman from the scope of the non- 
sompete clause that Meyer was prevented from perpetrating a 
sotal and complete monopoly of empty bottle inspection machines. 
thus, the public has been greatly prejudiced by Meyer's use 
9£f the non-compete clause. 

The most recent case dealing directly with the 
licensor (inventor-patent transferor) non-compete situation 
® Touchett v. E Z Paintr Corp., supra, wherein the court was 
concerned with the following non-compete clause: 

Touchett [Plaintiff] agrees to be precluded from 
manufacturing or selling or causing the manufacture 
or sale of any of the items covered by the fore- 
going patents or of any paint rollers or paint 
trays substantially similar to the items covered 
by said patents provided only that Touchett shall 
be entitled to manufacture such items upon the 
request and order of the corporation. 

The Court in the Touchett case, citing McCullough, 
‘concluded that the patents before it were misused. However, 
.t did not apply the consequences of the misuse doctrine 


iBainst the misuser because the case involved a licensee and 


icensor controversy with the party least "to blame" for the 
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misuse being the plaintiff. Therefore, as an equitable pro- 
mesition, the Court did not impose the doctrine against the 
Plaintiff in favor of the more blameworthy licensee. 

Boeeo tits aspect of the Touchett case, the instante 
moe is distinctly different. Here, Meyer, the patent trans- 
feree, proposed the non-compete clause and is suing (counter- 
claiming for infringement) a third party (SME). Meyer is the 
Metive party in stifling competition, and it should not be 
permitted to now further stifle competition. 

In summary, the plain and simple meaning of Article 
XIV is that IDC (and Messrs. Browning and Calhoun via para- 
graph 4 of the Consultant Agreement) are precluded from com- 
peting with Meyer in the manufacture or sale of a machine for 
inspecting empty bottles for a period of 22 years, in an un- 
limited geographical area. Thus analyzed, Article XIV un- 
lawfully extends the patent monopoly in two directions: 

1. It extends the scope of the monopoly to cover 
devices outside of the claims of the transferred patent rights, 
an extension clearly condemned as a patent misuse by the fore- 
going authorities; and, 

2. .it extends the period of the non-competition pro- 
mi bition to include the pendency period of the transferred 
epplications, a prohibition which is not only not provided for 
by the patent laws, but is, as a matter of law, illegal. 

A court of equity should not condone the competition 
Stifling effects of such expansion. The Trial Court clearly 
ferred in failing to conclude that such expansion, under any 


guise, is a misuse of the related '640 patent. 
| A 


aU, 


ewer patent is Misused When The Transfer Of Rizhes 


Thereunder Is Coupled With A Grant-Forward Clause 

Peetele Vill. A. of the Patent Transfer Agreement 
Meatter ‘Article VIII. A."') provides: 

Ju the event Industrial or its employees 

during the term of this agreement shall 

invent or devise any improvement in bottle 

inspection machines forming the 

Supyeec ofr this agreement, it shall promptly 

disclose the same to Meyer and make such 

improvements available exclusively to 

Meyer at no additional royalty. (Ex. 8) 

All of the arguments heretofore made with respect 
the illegality of non-compete clauses apply with equal 
for to the foregoing grant-forward clause. A contractual 
Wwision whereby the grantee obtains royalty free, exclusive 
hts in all of the grantor's future inventions in a specific 
md, Or relating to a particular product, effectively 
minates the grantor as a competitor with respect to such 
muct. 

The usual situation in the grant of future patent 
shts pursuant to a patent transfer agreement is one wherein 
licensee agrees to license, or to assign back to the transferor, 
movement patents relating to the licensed invention. Such 
er omeccewecncrally referred to as grant-back clauses] The 
meme Court considered such clauses in Transparent-Wrap Machine 
moxretion v. Stokes and Smith Company, 329 U.S. 637 (1947). 
Bais case, an action for money damages, not equitable relief, 


moupreme Court held in a 5 to 4 decision that it was not 


egal, per se, to require the licensee to so transfer rights in 


| 


Dl 


mmprovement patent. 

The ruling of the Transparent-Wrap case was based, 
Meecweupon the premise that 35 U.S.C. § 261 permits the 
ignment of patents and patent applications, and consequently 
-use of one patent to acquire improvement patents is within 
®statute Since the statute does not limit the consideration 
t may be employed. The Court also indicated that without a 
wing of lessening of competition, there could be no anti- 

St violation (or misuse) in the grant-back situation. The 
xt, however, did recognize that there is a possibility that 
y grant-back clause might very well discourage invention andbe 
contradiction to the patent law and the underlying policy to 
mote the progress of science and the useful arts. However, 
Bone Transparent-Wrap case, the Court considered that the 
Wision in the grant back-clause before it that the licensee 
ild be free to use the assigned patents without additional 
faalties would serve the useful function of supplying a market 
‘the improvement patents. Thus, concluded the Court, such 
mse was no deterrent to innovation or invention. 

The present case is readily distinguishable from that 
mented in Transparent-Wrap as the clause herein involved is 
‘rant-forward clause as opposed to a grant-back clause. 
ording eemarticle VYVILL.A., IDC is obligated to assign te 
fer, ox to make available exclusively to Meyer, without further 
falty payment, any future inventions relating to bottle 


ipection machines for the term of the agreement, a period of 


2s 


moximately 22 years. Thus, the grant-forward clause approaches 
asSignment of all of IDC's future inventions relating to 
tty bottle inspection machines for the detection of foreign 
micles. There is no provision in the patent laws for the 
Benment of, or the contract to assign, inventions or patent 
mications not yet in existence. In this sense, the grant 
mard provision goes far beyond the scope of 35 U.S.C. § 261. 
Bnis case, as opposed to that presented in the Transparent-Wrap 
=, there 1S no provision in the Patent Transfer Agreement for 
“s own use of its improvements or inventions; rather, all 
ih improvements or inventions are funneled directly to Meyer. 
@result of such a clause must of necessity be to discourage 
mention by IDC, That this in fact has happened is evidenced 
the inventions which IDC and Calhoun have made in the empty 
ttle inspection machine field since the signing of the 
feement, as compared with the inventions which Calhoun has 
ceeded to make in other fields. The Trial Court found that 
mrs. Calhoun and Browning, on behalf of IDC, Ltd., have 
itinued to be active in research and development in electronic 
ications in the package industry. (Finding of Fact No. 21, 
1825) Yet, at a time when SME and others have made 
mnificant improvements in empty bottle inspection machines, 
*Sxs. Calhoun, Browning and IDC, Ltd. have not produced a 
gle ieee erent. 

While erroneously stated as a finding of fact, the 
fe Court concluded that the provisions of Article VIII.A., and 


} counterpart in the Consultant Agreement, constitute a reasonable 


t 
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tthod by which IDC and Messrs. Calhoun and Browning could 

meose Of improvements on the bottle inspection machine patent. 
fis conclusion is based on the finding that they could not 
Bense Or asSign these improvements to a third party because 
Bthird party would be able to manufacture and sell bottle 
Spection machines coming within the claims of the basic patents 
med by Meyer. (Finding of Fact No. 25, R. 1828-1829) Again, 
»is submit ted that the "reasonableness" test is not a proper 
Bement in the determination of misuse in view of the obvious 
pansion of the patent monopoly effected by Article VIII. A. More- 
fer, it appears that the Trial Court was persuaded into its con- 
usion of reasonableness based upon Meyer's argument to the 

fect that it was reasonable to Meyer to receive such improvements 
yalty free. It is SME's contention that the focal point of the 
lopex inquiry is whether the public interest is benefitted by such 
vision, not whether Meyer is benefitted thereby. It is 

ibmitted that so viewed, the grant-forward provision is not 
asonable. Contrary to the Trial Court's conclusion, had 

msxrs. Calhoun, Browning and IDC been free to undertake further 
velopment, improvements would indeed be valuable in the hands 
Meamcies Other than Meyer. Sales of the underlying bottle 
ispection machines would clearly be even more "maximized" if 


ie improvements were available to third parties who in turn 


uld use such improvements as leverage to gain cross-licenses 
‘om Meyer, thereby widening the scheme of distribution of the 


derlying machines. Furthermore, such improvement patents in 
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> hands BE third parties, as well as in Meyer's hands, would 
W@ to perpetuate the marketing outlets for the underlying 
shines upon expiration of the basic patents. 

Thus, it must be concluded that Meyer was not truly 
jeerned with the alleged protection of sales and royalties 
the inventors of such proposed improvements but rather was 
ferested in insuring that Meyer, and only Meyer, obtained 
i benefits thereof to the exclusion of other competitors in the 
sid. As a result, the instant provisions go far beyond those 
mected in the Transparent-Wrap case and into the area of 


sconduct amounting to unclean hands and patent misuse which 


iInsparent-Wrap recognized. 
Gee “Meyer is Guilty Of Unclean Hands With Respect To Its 

Conduct In Connection With The Pacenieg 

It is well established that the course of Ponce in 
mection with a patent which can lead to patent misuse can take 
Biriety of forms. Activities which have been held to constitute 
sent misuse include: tying the sale of an unpatented article 
Bhat of a patented article; price fixing; exclusive dealership 
reements; intentional patent mismarking; charging excessive 
yalty rates; using the patent to effectively boycott the market; 
i discriminatory pricing agreements. Cases collected: Shur, 
rent Enforcement, Misuse and Antitrust, Chapter III (Lerner Law 
mmco., inc., 1967). 

These diversified examples of patent misuse have a 
umon denominator: those benefiting from a patent have conducted 


smselves in a way which was designed to injure the public by 


epee 


/Meraining cOmpetition beyond the scope of the patent, by 
mopolizing or attempting to monopolize a particular market, 
Mey Orotecting the market in which the patent was effective 
maiscouraging future invention. 

In the Morton Salt Company case, supra, the Supreme Court 
ma that a court of equity should appropriately withhold its 
m tO 4 patent owner when the conduct invelving the patent is 
Bitraxy to public interest. The issue for the Supreme Court 
S not whether the defendant was actually injured or whether 
e antitrust laws were actually violated, or even whether the 
blic was actually harmed. The-issue was whether or not the 
rt should come to the aid of a patent owner whose conduct was 
Signed to harm the public. 

The equitable doctrine of patent misuse is further 
Bhasized in Kobe, Inc. v. Dempsey Pump Company, 198 F.2d 416 
Men Gic. 1752), when the circuit court held that although one of 
me's patents was valid and infringed, all of the misconduct that 
jrrounded the Kobe patents would not only render the patents 
mnforceable but would entitle the defendant to $500,000.00 in 
mages. This case is persuasive in that it shows that while each 
ement of a course of conduct, standing alone, may not be unlawful, 
Meneduitable totality of such conduct and its setting is strongly 
idicative of an unlawful scheme not to be condoned by a court 
; equity. 


1. Meyex's Conduct, As It Affected The Merket In 
Wnich The ‘040 Patent Is Operative, Is In 
Violation Of The Public Interest And Amounts To 


Unclean Hands. 


This Court, acting in equity, must scrutinize Meyer's 
mduct in the market in deciding whether or not Meyer has the 
quisite clean hands and is entitled to entertain an infringe- 
nt suit. The following summary of the facts, set forth in 
Bail at p.13-16 , supra, illustrates that Meyer has pursued 
sourse of conduct in connection with the '640 patent which was 
Signed to restrain competition, discourage inventiveness and 
aopolize the entire empty bottle inspection machine market. 

In 1959, Meyer decided to secure patent applications 
ane of which resulted in the '640 patent) from IDC, which would 
ye Meyer the right to Pease cure and sell what Meyer believed to 

the then only commercially acceptable machine for detecting 
reign particles in empty bottles. Meyer could have negotiated 
Ls purchase in several different ways, but it elected to obtain 


l of the rights possible. A discussion relating to such 


Guisitions is set forth in the Encyclopedia of Patent Practice 
# Invention Management (R. Calvert ed.), at page 50, wherein 
Orge E. Frost, the antitrust counsel for General Motors and a 
ading authority in the field, in an article entitled "Antitrust 
w and Patents", states: 

In most instances the purchase of patent 

rights does not bring to a purchaser suf- 

ficient market control to raise major 

problems or a patent of enough importance 


to alter significantly that market position. 
Miesercius 1S mot true, however, considera 


tion should be given to handling the matter 
in some fashion that does not foreclose con- 
tinued competitive activity by the seller 
of the patent. One such way is to acquire 


a non-exciuSive license rather than purchase 


oie: 


the patents. Another procedure may be to 

purchase the patents with a non-exclusive 

license back tothe seller.'' (Emphasis 

added) 

Although Meyer was purchasing the patent applications 
fen Meyer believed would have a significant effect on the 
mey bottle inspection machine market, Meyer did not choose any 
the alternatives recommended by Frost. Instead, Meyer chose 
acquire the patent rights in a way in which Messrs. Calhoun, 
1 Browning and IDC would be prevented from competing in this 
‘ticular market in the future. This was effected by the 
siusion of the non-compete clauses Articles XIV, V and 
fagraph 4 of the Patent Transfer and Consultant Agreements, 
mectively. 

In case these two non-compete clauses would be 
mificient for Meyer to completely tie up the empty bottle 
ection machine field, Meyer also added the right of first 
fusal and grant-forward clauses in the Patent Transfer and 
sultant Agreements, a combination which not only goes beyond 
> scope of the original patent application but also beyond the 
pe of the empty bottle inspection machine market to include 
Meinvention...relating to electronic applications for the 
Meme industry,...'' (Ex. 8, Article VIII.C.) 

It is not difficult to see what plan Meyer was 
@mpting to carry out. If Meyer could secure what at that 
ie, in its judgment, were the only significant patents in the 
fd and at the same time lock up the creative technological 


lent in this field by consultant agreements with non-compete, 
Bie 


a wr + 


ant-~forward and right-of-first-refusal clauses, Meyer would 
ve a monopoly Piet tS particular Mabket 1Or a substant 1a. 
Bunt of time. 

~If more proof of Meyer's persuasive plan is NECCSs ats 
meecan be found in a letter of May 5, 1960 from R. E. Antholine, 
officer of Meyer, to Calhoun. (Ex. 28) ‘The letter was sent 
pex Meyex realized that they had encountered their first 
mpetition -- from a machine designed by Wyman. Wyman was not 
fompassed within the scope of either the Patent Transfer 
peement or the Consultant Agreement since he had left IDC 
Mm. to the Meyer patent acquisition. 

The letter states: 

I am not familiar with the patent situation 

so will not comment as this will have to be 


resolved by the attorneys anyway; but I cer- 
tainly never expected any such development 
from a member of your team at the time we 
began negotiations and note that you will 
prosecute if he is breaching his contract 

or infringing. (Emphasis added) 


(iimemcCtter 1S extremely significant in that 26 
wS unequivocally that Meyer was extremely disappointed and 
arent ly surprised when they realized that they had a 
ipetitor in the empty bottle inspection market. Apparently 
ex had thought that the result of the negotiations with 
lhoun’' and Browning was that there would be little chance of 
Metition in this field from IDC or any of its principal people. 
s€ competition was discovered, Meyer and Calhoun sought means 


prosecute Wyman. Meyer and Calhoun considered the Wyman 


ols 


fmanation Agreement, broadened an existing patent application, 
Ved a broadened continuation application, and filed a new 
sent application on a stale, only partially conceived idea. 
This attitude of Meyer and Calhoun toward eliminating 
mpetitors did not end with Wyman. As late as August 12, 1964, 
Meun wrote a letter to Meyer (Ex. 32) which so significantly 
fustrates their business designs that it must be quoted in 
miil: 


During your recent visit we discussed the 
Mark IV patent situation...Industrial Dynamics' 
position, verified at a recent board meeting, 
on possible infringement of its product by 

other companies, wi € 42s fast and as 
SIC S2 as possible... ft ais soar Aum to 
establish a reputat: Téputation a: attacking anyone 
as viciously as possible who infringe or 


possibly could infringe any of our patents... 
(Emphasis added) 


After reviewing the two competitive systems, 
I think the unit produced by San Marino Elec- 
tronics falls more nearly within the general 
scope of the Mark IV claims. The Baxry-Wehmiller 
unit invented by Wyman , though covered 
in a broader sense, certainly deviates further 
from oux teachings than the San Marino unit. 
I realize that Barry-Wehmiller is hurting the 
overall sales picture more than San Marino, 
tet teel it would probably be wiser to 
tackle San Marino first while B.W. tries to 
second guess the next move. This is true 
for all the following reasons: 


ve ve ae 


2. San Marino is smaller and financially 

unable to cope with a court fight;. 

3. Crown-Cork represents San Marino and 

there may be a possibility of scaring 

them off, if they think that may be involved 

in a court B0c10n On a unit that ich 2 etherrecs 
7 ees 

e4 Finally, I think the trend of attacking 


Sea ee 


competitors could be established much eee 


WLeEh “a higher probability of success. 


Gimphasis addedy 


In response to this letter, the president of Meyer 
Mpene 1Olfowing letter of August 17, 1964 (Ex. 33): 
Dear shred: 
Many thanks for your letter of August 12 
re patents. JI am glad to see you have altered 
our position somewhat. After our return from 
California, I asked our patent attorneys to 
take action against: 
ieeoan Marino in California 
Mepeeacry-wehnmiller in St. Louis, and. 
3. Barry-Wehmiller in England. 


I concur _that one must use his S paeencs fo 
prevent competition or it iS useless to obtain 


them. (Emphasis added) 


As further evidence of Meyer's illegal web of 
musivyity in the empty bottle inspection market, the Court's 
eention is invited to the only license Meyer has been willing 
Hesotiate in connection with the empty bottle inspection 
shine patent. This license was to the Mitsubishi Company of 
fan and gave Mitsubishi the exclusive rights to manufacture 
i sell the empty bottle inspection machine in Southeast Asia, 
return for which, Mitsubishi was required to: 

1. NOG compete with Meyer ; 

2. Not dispute the validity of any patent issued 
meyer relating to the licensed empty bottle inspector; and, 

3. Advise Meyer of and license, royalty free, all improve- 
Mee made on the Jicensed product. (Ex. 37, 38) Without going 
-O further detail, such protection goes considerably beyond the 
aims of the U. S. patent owned by Meyer and further illustrates 


silo 


rer's monopolistic plan to control the entire empty bottle 
spection market. 

Being able to exploit a patent monoply is a grant 
Special privilege. For Meyer, a purchaser, not an inventor, 
exploit such a monopoly privilege (by maintaining an infringe- 
it action against the only two competing manufacturers of empty 
stle inspection machines) it musSt come into court with clean 
ms. This, indeed, is not the case: 

(1) Meyer's conduct was clearly designed to eliminate 
petition by precluding competition from an entire company (IDC) 
Mrecifically Messrs. Browning and Calhoun: 

(2) Meyex's conduct was designed to monopolize the 
ity bottle inspection machine market by attacking "anyone as 
siously as possible who infringe or possibly could infringe" the 
Fent and by filing and broadening patent applications on a 
yle idea to cover competitive equipment; and, 

(8) Meyer's conduct injured the public by discouraging 
mre creativity and invention by requiring IDC, and Messrs. 
Wning and Calhoun to assign to Meyer, royalty-free, 

* patentable improvements made on the empty bottle inspection 
thine. 

lipemsce be vconecluded that the Trial Court erred im 
mene tO conclude that the totality of such conduct, perpetrated 
fehe dominant force in the bottle handling field, is flagrantly 
ferse to the public interest and should, therefore, not be 


idoned. It must be further conéluded that, in view of Meyer's 
62. 


pansion of the patent monopoly amounting to a misuse of the '640 
tent and its unclean hands with respect thereto, the Trial 

Mec erroneously awarded the costs of litigation incident to 

met on the misuse issue to Meyer. 

Meyer Has Not, And Cannot, Now Purge Its Misuse 

The Patent Transfer Agreement was in full force and effect at 
M@eeime Of the filing of the Complaint in this suit and until 
ne of 1966, when the closely related Calhoun (Meyer's only 
@inical expert witness during trial of this controversy) 

Mmerecyex entered into an agreement in an attempt to dissipate 
Meersects of Article XIV. On or about June 23, 1966, IDC 
hich by change of Jae then called Electro-Dynamics 
Mmeoration) and Meyer entered into an agreement pursuant to 
en Article XIV was rescinded and declared null and void. 
Mecing of Fact No. 11, R. 1822) No attempt was, or has been, 
Meco change, rescind or erradicate the effects of the grant- 
Meera clause -VILI.A. The Trial Court concluded that in view 
Ethe 1966 agreement, Article XIV cannot presently impair Meyers 
Meme to protect the '640 patent. (Conclusion of Law No. 8, R. 
334) ate conclusion is clearly erroneous in view of the 
Stablished legal principles. 

Tt is submitted that the effect and substance of a non-compete 
lause which has existed for seven years and has given its beneficiary 
Seven year period in which to obtain market dominance cannot 
eeliminated by the act of two "friends" and now mutually interested 


akties combining to effect the 1966 agreement. The damage to 


Coe 


petition that has been c aused over the past seven years cannot 
Wenseaced Poecortsav2al an act. This act by Calhoun and Meyer 
ftself evidences the malum in se nature of the clause. 

The Morton Salt case, supra, set down the well established 
e that the improper practice forming the basis of patent misuse 
t be abandoned and the consequences of the misuse must have been 
fy dissipated before the patent can again be enforced. Accord: 
Breomicaueco, v. Ellis, 314 U.S. 495 (1942). 

VimiOG OU OL DUSINeSS and the Structure of the bottle 
mection machine market fairly well settled, the modification 
the Patent Transfer Agreement is meaningless and useless in 
iSipating the effects of the misuse. At this time, it is 
Mee that lite could again be instilled in the defunct IDC. 
Me lia yery poor position to reenter the market in view 
the relationship between Calhoun and Meyer. Meyer distributes 
Btantially all of Calhoun's products; Calhoun's present 
pany does research and development on such machines for 


1eL ; 


icmmeneme=tant-fLorward clause (Article VIIIT.A.) requires 
m all of 1pC's future inventions be funneled directly to 

m. Thus, the evils sought to be accomplished by the non- 
Mpete clause, coupled with the transfer of the patents in 
sStion, has been perpetrated and the modification of the 
reement is wholly ineffective to remove the wrong committed. 
meetiheretore, submitted that the Trial Court clearly erred 


Boncluding that Article XIV cannot presently impair Meyer's 


ame to protect the '640 patent. 
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The Result of Meyer! S Course of Conduct Is The Imposition 


Mf Such A Gross Of Such A Gross Injustice Been ‘ce Upon SMe As To Warrant An Award 
me Attorney's Fe Metemiey Ss Fees nal 


1. An Appellate Court Will Disturb The Lower Court's 
Conclusion Regarding An Award Of Attorney's Fees In 
peepee Cases. 


Nemtommon course, well settled that the award of 
‘ttorney's fees in patent cases is discretionary with the Trial 
Mec. this Court, in the case of Dubil v. Rayford Camp and Co., 
Wer.2d 899 (9th Circuit, 1950) stated; 


Memo not the duty of the reviewing court 
EOmimicrrere with the discretionary power coniided 
to the trial courts by Congress to award attorneys 
fees in proper cases except where there is an abuse 
Ommetscretlon amount to caprice or an erroneous 
conception of Taw on the part of the trial judge. 
[Citations omitted) (Emphasis added) 


Ws, it is not only entirely proper for an appellate court to 
itertain an appeal_on the basis of a failure to award attorney's 
geeor expenses of suit (Duff-Norton Company v. Ratcliff, 362 
feo! (9th Circuit, 1966)) but, in proper cases, to award 
‘torney's fees where the trial court had erroneously failed to 
Mere ceismosraph Service Corporation v. Offshore Raydist, Inc., 
Mec >, th Circuit, 1959). Accordingly, it is SME's 
mtention that, based upon an- erroneous conception of the law 
Wivant to the instant controversy, the Trial Court abused its 
seretionary powers in failing to award SME its attorney's fees, 
ieeay committing error rectifiable by this Court. 

@ An Award Of Attorney's FeeS To The Prevailing Party Is 


Proper Where The Losing Party Pursued A Course Of 
Inequitable Conduct 


eeu.S.C. § 285 omawadlas that a ceurt, in exceptilonaieeacco. 


Ge 


y award reasonable attorney's fees to the prevailing party 
| patent cases. 

Gieeecourt, in the case of Talon, Inc. v. Union Slide 
m_eemcowmmine., 200 F.2d 7/3] (9th Circuit, 1959), considering 
Merce aeco that this section, enacted in 1952, adopted the 
meuage of the repealed 35 U.S.C. § 70, except that the wording 
mceptional cases" was substituted for "in its the Court's 
Mcretion." This change was explained by the revisers as 
rely expressing Ehemuneent Oe 35 U,S.C. § 70, as shown by es 
Meeclative history and as interpreted by the courts. Prior to 
Me eeworowein the Talon, Inc. case, this Court, in the case of 
Mm@tiincaters, Inc. vy. Perkins, 190 F.2d 137 (9th Circuit, 1951) 
mSidered the proper basis of an award under 35 U.S.C. § 70 and stated: 

Congress made plain its intention that such fees 

be allowed only in extraordinary circumstances... 

the exercise of discretion in favor of such an 
allowance should be bottomed UPenge eee ers 


unfairness Or boGmeaten sin the conduce se of the 
Dosing party, or somé other equitable considér- 


ation of Similaz ~ mieeres, witch! makesiait erodes as 
tmyjust that the winner of the particular lawsuit 
be left to bear the burden of his own counsel's 
fees which prevailing litigants normally bear. 
(Emphasis added) 
Meiermore, this Court stated impliedly in Da eae LighiGines ine 
Meermeieneine Corp., 191 F.2d 521 (9th Cirewit, 1951), 
Wersing the Trial Court's award of attorneys' fees to the 
@yailing party, that such an award can, in proper and 
@ptional circumstances, be based upon a showing of the 


ee Ce unfairness or bad faith in the conduct of the losing 


@epeeeeve!! as a specific trial. court finding to that effect. 


OG? 


In determining what are and what are not "exceptional 
reumstances'" and whether or not there is Munfairness or bad 
mth in the conduct of the Losing \paiey the courts while 
masing upon the totality of the conduct Of ther losing party. 
we based awards of attorney's fees on such conduct as: 
stent misuse fraud on the United States Patent Office in patent 
quisition’; reliance on late presented claims in attempted 
forcement of the patent; and other inequitable and unfair 
Metices’. It is SME's contention that Meyer's course of conduct, 
Me the time of its acquisition of rights under the patent in 
Meme through trial on the merits of the instant controversy, 
mcompasses each of these elements. Accordingly, it is submitted 
me hed the Trial Court herein properly applied established legal 
Bmciples to the evidence before it, it would have, 
nd should have, awarded SME its attorney's fees. . 


pe eereee = 


Talon, Inc. v. Union Sece = oe eee ine., supra, Clapper iva 
riginal feet Ca CoOnmine,, 165 F.Supp. 565 (SD Ind, LOScy. 
Metied, 2/0 F.2d 616 ( (7th Circuit, 1959), Cert. deated 3610S. 7e 


ibis} vs. Rayford Camp and Go., supra; perCi DRE Crushon (Cor 


ethiehein Steel Co., 193 F.2d “4a5 (sed Ciszeunt, J05 1 7 Sarces- ane 
2. ie “Bhilco (Gece pyre SHE CCl B.S) th’ Circuit, =, 1965)- 


-Norton v. Ratcliff, Supra: Stock Equipment Co. v. Beaumont 
oe Mero .S.F.C. 134 ED Penn. . (963); Monolith Portland 


oe en Nee ges 


idwest._ Co. v. linen Corp. . 267 F.Supp. /26 (CD Calin coe 


Gown Machine and Tool Co. v. KVP-Sutherland eeees CO. lS Saliies eae 


eee eT A ES = Pa 


Jo (ND Calif. 1967); Oelbaum v. ‘the Lovable Co., 21) F.Supp. 594 
eN.Y. 1962). 


general Motors Corporation v. Cadillac Marine and Boat Coe 220 


‘Supp. 716 (i Mich. 1964); Monolith Portland Midwest [com Bio 
minum Corp., supra. 
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Bemecance Jts Acquisition Of Rights In The '640 Patent, 
Meyer Has Pursued A Course O£ Inequitable Conduct 
Evidencing Such Bad Faith As To Warrant The 
Imposition Of Attorney's Fees. 


a. Meyer Has Misused The '640 Patent And Is Guilty 
Of Unclean Hands In Connection Therewith. 


The question of Meyer's misuse of the '640 patent 
Meets unclean hands with respect thereto has been exhaustively 
feated hereinbefore. In view of such discussion, it is submitted 
Mme the Trial Court, laboring ander an erroneous conception of the 
mesuxrounding the doctrine of misuse and unclean hands, erred 
wfailing to find the '640 patent misused, and, thereby, on the 
Mis of the criterion set forth by this Court in the Dubil and 
alon cases, Supra, abused its discretionary powers in failing 
y award SME its. attorney's fees Incident bOwtnis LLelaacron. 

| pee Sleyer Committed. A Fraud On The United States 

Patent Office During Pao Of Applications 

Resulting In The '640 Patent. 

SME's summary contentions herein are that Meyer 
@epetrated a fraud on the Patent Office during prosecution of the 
OMtinuation application resulting in the '640 patent by: 

(ps Withhelding known prior art from Luc Pacent 
fice, which prior art was more relevant than that cited by the 
M@eent Office for the point contended, while relying upon features 
iselosed by such prior art in attempting to distinguish the 
Wéged invention residing in the '640 patent over other prior 
KE cited by the Examiner; and, 

(2) Misrepresenting the extent of the alleged 
ommercial success enjoyed by machines corresponding to the teachings 


fmehne '640 Pec. 
paten 68. 


iiice@etiar. in Che Dutt=Norton Con case, “Supra, 
Brea co sthat fraud practiced on the Patent Office by withholding 
own, relevant prior art would be a proper basis for the award 
attorney's fees in a patent litigation. And further, in the 
bil. case, supra, while remanding the case because the basis 
the trial court's award of attorney's fees was not clearly stated, 
is Court indicated that where a patent was granted upon 
terial misrepresentations made to induce issuance thereof, such 
aud would be a sufficient basis for the award of attorney's fees 
Bident to litigation of such patent. 

Hubs eco CMe INStant Controversy. the sieiat 
urt concluded that on each of the foregoing contentions, Meyer 
B not perpetrated a fraud on the Patent Office. (Cone lusion en 
W No. 14, R. 1956-1957) It is submitted that in view of the 
Meence before the Trial Court, the Trial Court misapplied 
Mablished legal principles controlling determinations of fraud 
Mehe Patent Office and therefore erred in reaching its 
mcejlusion. 

It is well established that fraudulant or 
Menitable conduct with respect to proceedings before the 
Mmeed States Patent Office is not to be condoned. Aithough not 
liform of development, the principles of application of the 
Metabie doctrine of fraud to patent matters have been clearly 
Mned. it is submitted that, contrary to the erxoneous conclu- 
Memos a few courts, the equitable doctrine of patent fraud is 


Metnat of the classic fraud, wherein reliance on a given 


oe 


Merepresentation is a necessary element, but rather is focused 
pon the totality of an applicant's conduct as opposed to any 
ingle misrepresentation upon which the Patent Office may have 
elied in issuing the patent. The patent monopoly is of such 

rave importance that one who has demonstrated a lack of good 

meen Or inequitable conduct in the acquisition of a patent should 
66 be allowed the monopolistic benefits thereof. Indeed, 

his approach has been accepted and stated by the Supreme Court 
Meene United States in the case of Precision Instrument Mfg. Co. 
meucomotive Maintenance Machine Co., 324 U.S. 806 (1945). In 
Meecese, wherein the plaintiff sought to enforce a patent, 

He rights to which they had purchased with full knowledge that 

he applicants therefor had falsely stated the dates of their 
Meepcion, disclosure and reduction to practice,the Court states: 


The guiding doctrine in this case is the 
equitable maxim that ‘he who comes into 
equity must come with clean hands.' This 
(doctrinel is a self-imposed ordinance that 
GuOcee mic JO0rs Of 42 COULe OF coulLLy mre 
one tainted with inequitableness and bad 
faith relative to the matter in which he 
SCC meni Cr .. tOULSs matin mecoscan. Ly 
gives wide range to the equity court's 
use of discretion in refusing to aid the 
Umetean Jitizant, Dt is) ‘mot bound by 
formula or restrained by any limitation 
that tends to trammel the free and just 
exercise of discretion.' (Citations 
omitted) 


Accordingly, one's conduct need not 
necessarily have been of such nature as 
to be punishable as a crime or as to 
Hisbitvelenzal proceedings of any 
eharacter. Any willful act concexning 
the cause of action which rightfully can 
be said to transgress equitable standards of 
conduct is sufficient cause for invocation 
of the maxim. 

LO, 


The far reaching social and econcmic 

eensequences of A patent, therefore, 

give the public a paramount interest 

in seeing that patent monopolies 

spring from backgrounds free from 

fraud or other inequitable conduct. 

(Emphasis added) 
mexequisite inquiry imposed by the Precision case is clearly 
rected to the question Si whether On NetetnaS particular 
mentee has done all he can to insure that the public is not 
Wddled with a monopoly unfairly or inequitably acquired. 

. It is well established that the practice of 

faudulently withholding anticipatory prior art is to be 
mdemned. Every applicant is under the clear duty to come 
wward with known relevant prior art during prosecution of 
Mmeapplication when the Examiner fails to bring forth the 
ge or equivalent art. A violation of that duty is a fraudulent 
ractice. United States v. Standard Electric Time Co., 155 
mupp. 949 (D. Mass. 1957), appeal dismissed, 254 F.2d 598 
Mumecarctiit, 1958); Admixal Corp. v. Zenith Radio Corp., 296 
meee OS (lOth Circuit, 1961). With regard to the instant 
Getroversy, SME contends thet Meyer has not only disregarded its 
Mey to come forward with known prior art but, in addition, has 
Ie@arly misrepresented its position with respect to such prior 
ce. 

The more recent cases of Triumph Hosiery Mijis, Inc. 
@elamance Industries, Inc., 191 F.Supp. 652 (ND N.C. 1961), 
Memeo in part and reversed in part, 299 F.2d 793 (4th Circuit, 


Mee cert. denied, 370 U.S. 924 (1962) and Minnesota Mining and 
Flee 


Be. Co. v. Projection Optics Co., Inc., 256 F.Supp. 354 (WD N.Y. 
mo), have considered the question of withholding prior art and 
terial misrepresentationsas fraudulent practices upon the 
Mee Oliice. in the [riumph Hosiery Mills case, an action 
Medeciaxacory relief, the trial court struck down the patent 
y suit because the defendant knew of the similarities of their 
Mesed invention and the uncited prior art, yet pointed out the 
me points of theix invention as different from other. prior 
Me ine trial court concluded that nondisclosure of the 
setinent art was Becmcinh aie. im suppest of ats holding yetne 
mal court relied upon Armour and Co. v. Wilson and Co., 168 
supp. 353, pov e(ND ELi. 1958), affirmed in part, reversed 
mother issues, 274 F.2d 143, (7th Circuit 1960), wherein that 
Mixt stated, "The patent was secured after Bunaidbhi the Patent 
Mice with false and misleading evidence and statements, and 
Meminvalidates the...patent.'' Although the appellate court in 
Me iriumph Hosiery Mills case reversed the findings of fraud, 
he appellate court's decision may be distinguished from the 
controversy. That appellate court found: 
(a) That testimony by the defendant's attorneys 
Meetie uncited art was, in fact, brought to the attention of 
he Patent Examiner was improperly excluded from the trial; and, 
(6b) The appellate court considered the sum of 
he cited art equivalent to that art which was not cited, a 
ling clearly contrary to the findings of the Trial Court herein. 
Finding of Fact No. 11, 15(a), R. 1942, 1944) 


(= 


igeltkesmanner, the court's reasoning in) the 
mnesota Mining and Mfg. Co. case is most persuasive. Again, 
Meerial court struck down the patent in suit for the applicant's 
Meare to come forward with known prior art. In Wank Sie the 
ment unenforceable because of the plaintiff's inequitable 
@euct, the court reasoned thusly: the state of the art was not 
de known to the Examiner when the inventor was attempting to 
Ow his discovery; the very feature urged so strenuously to 
meratent Office as a distinguishing feature over the prior art 
ma feature clearly shown by the withheld art; and when threatened 
@eejection on the basis of the cited prior art, the inventor 
med upon the feature shown by the withheld art in order to 
tain the patent. 

Mien nepard to the instant contreversy. cM 
mtends that Meyer has not only disregarded its duty to come 
Meacd with known prior art but, in addition, has clearly 
@eepresented its position with respect tosuch prior art 
l@reby, in accordance with the foregoing authorities, commiting 
med upon the Patent Office. 

Dieee Mle SlLOry Of Ehe icOntinuatlon appl ue elon 
@eecuccd by the attorneys representing Meyer in the instant 
mexoversy on behalf of Meyer, is replete with arguments that 
l@ invention described therein embodies a "centered | optical 
anning| system". During opdooeeu ello of the application, Meyer 
Bgeuished such embodiment from prior art cited by the Examiner 


‘Stating that the scanning systems taught by the cited Stoate 
oe 


tent No. 2,636,602 is “contrasted to the centered system 
memosed and claimed by applicant..." (Ex. 41, p. 396) While 
Happears to be true that Stoate ‘602 does not teach the centered 
Meem, a British patent issued to the same Stoate, No. 517,229, 
cepted January 24, 1940, does so teach. ‘The Stoate '229 
ment was known to Meyer during the course of the proceedings 
more the Patent Office while Meyer was arguing that the centered 
tical system was an important and novel part of the invention 
Isclosed and claimed by Meyer and that Meyer was the first to 
(elude the centered optical system for the bottle inspection 
Mnine disclosed and claimed by Meyer. (Finding of Fact No. 15(a), 
mae Tr. 2669-70) The Stoate ‘229 patent was brought to Meyer's 

Mention during prosecution of a foreign counterpart of the '640 patent 
ore the patent office of Great Britain. 

(Minis £0 another concept of withheld prior arc, 
yyer's knowledge of the prior employment of Messrs. Calhoun and 
Wiliams is particularly relevant to Meyer's bad faith or in- 
Mecadle conduct in failing to come forward with known prior 
meee oe file history of the continuation application contains 
methy arguments wherein the Examiner contended that Macleish 
Ment No. 2,931,912, in combination with Stoate '602, 
Mecituted anticipatory prior art in the use of the inspection 
@eciples disclosed by the patent in suit. Meyer argued that 
jeMacleish ‘912 patent is not relevant to empty bottle 
Wewection machines and that the combination was not anticipatory. 


Metsh ‘912 teaches the use of scanning discs (reticles) and 
74. 


Mit energy sensitive discriminating systems for use in 
Meking guided missiles. The Examiner argued that the use of 
é equivalent of the Macleish of the '912 scanning system in an 
Me DOLCIG inspection machine, in combination with the Stoate 
medisclosire, even though different in application, would be 
Mec. (Ex. G41i, p. 378) While arguing that such an application 
Menot obvious, Meyer failed to disclose that both Calhoun and 
mliams were intimately familiar with similar missile tracking, 
idance and scanning systems. 

In view of the above circumstances, it is 
Mricult to imagine that Meyer's failure to come forward with 
ms knowledge is anything short of bad faith or inequitable 
Mouct. However, without rendering a relevant finding as to the 
aor technical knowledge and employment of Messrs. Calhoun and 
Hliams, the Trial Court concluded that Meyer's attorneys were 
ie at the time of the foregoing argument, convinced that the 
M@ece ‘229 patent actually disclosed a centered optical system, 
Methat Meyer did not practice any fraud by any failure on its 
meeco call the Stoate '229 patent to the attention of the 
Mee Office. (Finding of Fact No. 15({a), R. 1945) It is SME's 
Mgeention that the foregoing conclusion is clearly erroneous. 
re was no evidence before the Trial Court even tending to 
‘Ove that Meyex's attorneys were not convinced of (he yerue 
Belosure of the '229 patent. It is submitted, however, that 
Mecachinz such conclusion, the Trial Court placed unwarranted 


ight on the representation of one of Meyer's attorneys, made in 
LS: 


Mect as a witness’ testimony, to that effect. (Tr. 2513-2514) 

is not SME's purpose herein to cast doubt upon the credibility 
“Meyer's attorneys; however, such representation cannot be 
Mowed to stand as the sole support for the Trial Court's 
mclusion for the following reasons: 

(a) The representation was made without benefit 

Midependent corroborating evidence; nor was any offer of proof 
me oF Suggested by the representing attorney; 

(b) Since the representation came from one not 
Matness in the proceedings, SME had no opportunity for examination 
Meo the factual basis for such representation, a factual basis 
Mech is peculiarly within the knowledge of the attorney; and, 
arhaps most importantly, 

(c) The Trial Court's conclusion is apparently 
wed upon the determination that the attorney was not speaking 
Mpad faith; a clearly erroneous determination when the 
yadence before the Trial Court, and the established legal 
@mciples, dictate that the proper inquiry is into the wrongful 
Miduct demonstrated by Meyer during prosecution of the continuation 
Meiication and not into the unsupported declaration of Meyer's 
M@eerney at trial. 

Ppecopaingly, in the light Of the au thomitemes 
Weed and the evidence before the Trial Court, Lt is contended 
Mat Meyer's failure to come forward with known anticipatory prior 
rt, amplified by Meyer's misrepresentation of its position with 
eonstitutes such fraudulian eyo: 


16, 


spect to such prior art 


Pi 


memitable conduct as to warrant the award of attorney's fees 
eae, itn additional support of this contention, it is 

bmitted that the court's perspective in the vLOck qu pmemescer 
Meeesupira, iS mOSt persuasive. That court stated at 140 
eeeo., p. 137: 

But whether [the patentee's| Patent Office 
activities were motivated by a deliberate 
desire to deceive, or are assessed in a more 
Ciatitable Light, 1S mot too important. 

Wretevor Be Ene true reason, ot 1S fair to 
econciu@e that the...patent would not have 
issued if the Patent Office had been 
apprised of defendant's earlier valve. 
Even though [the patentee] be given the 
benefit of the doubt, the fact remains that 
the trouble and expense which defendant has 
been put to in defending the present suit has 
been the result of [the patentee’ s| inexcusable 
conduct in his patent prosecution. 
mre the Stock Equipment Co. case dealt with slightly different 
Gwledge by the patentee, the thrust of the court's reasoning 
vertheless remains applicable to SME's contentions. In view 
“Meyer's reliance on the "centered system" and DC rejection 
Meepts during prosecution, the Examiner's rejection arguments, 
@ the Trial Court's determination as to the anticipatory 
mexe of the Stoate '229 patent, it is fair to conclude that 
© '640 patent would not have issued had the '229 patent not 
Ma withheld. Thus, SME would not have had to bear the burden 
id expense of defending against the ill-gotten '640 patent. 
i should not now be required to bear that burden. 
In the continuum of its inequitable and bad faith 


meauct before the Patent Office, Meyer, in an attempt to 


Meeapty resolve the close question of novelty, and hence 
Us 


fentability, misrepresented the extent of the commercial success 
joyed by machines corresponding to the invention allegedly 
fined by the '640 patent. 

Onebutea brief review of the file history Gf the 
Mepatent, 1& should be clear to the Court that the question 
“invention and patentability was extensively argued during 
@secution of the continuation application; the patent being 
@oted only after Meyer filed a notice of appeal and an appeal 
def with the Board of Patent Appeals. 

in an effort to sustain its contention of novelty 
® invention, Meyer BEpMeSenECd sto lLhe Patent OGirecsam an 
lendment to the continuation application dated December 26, 1962, 
at “Applicant's system has been installed in most of the 
ttling plants of the United States and has been operating 
feessfully for an extended period of time."’ (Emphasis added) 
me tl, page 397) In fact, only four or five of the Mark LI empty 
mele inspection machines were ever sold. (Tr. 967) Admittedly, 
jee than four or five of Meyer's Mark IV machines, those 
ihines incorporating the improvements of Meyer's '666 patent, 
me sold. However, even if it be conceded that Meyer's 
w@gation of commercial success before the Patent Office is to be 
terpreted as including sales of Meyer's improved Mark IV empty 
Mmtle inspection machine, it is contended that such allegation of 
mmercial success is still false and misleading. Royalty report 
Meo, dated January 9, 1963, from Meyer to Electro-Dynamics 
Mee otiOn (successor to IDC) (Ex. 60) discloses that as of 


7c. 


pember 31, 1962, only 406 of the Mark IV empty bottle inspection 

shines were sold. According to statistics released by the 

ited States Department of Commerce, there were, in 1963, 

746 establishments primarily engaged in bottling fluid milk 

Meeream, sOtt drinks, and all kinds of malt liquors, in the 

ited States. It was stipulated that of these 8,746 

tablishments, only approximately 7,500 of them would be 

Mipped to utilize the Meyer machine. (Tr. 971, 1025-1026) 

esented in a light most favorable to defendant, i.e., that each 
Meyer's sales represents installation in a different bottling 

ant, the foregoing sales and census figures indicate that less 

a .07% of the Weet line plants in the United States purchased 

@ Mark IJ machine and that less than 6% of the bottling plants 
the United States purchased the Mark IV machine. It is 

adily seen that Meyer's sales figures do not represent sales 
"most" of the bottling plants in the United States. Meyer 

tempted to rebut the damaging effects of the foregoing 

mparison with Calhoun's testimony to the effect that counsel 

@paring the amendment should probably have stated that 

pplicant's system has been installed in the plants of most of 

@ bottling companies in the United States". SME's only response 

meuch attempted rebuttal is that since the amendment in question, 

pits contents, are presumably the result of facts related by 

Hhoun, Calhoun cannot now be heard to justify that which was 

Srepresented before the Patent Office. 


It is SME's contention that the misrepresentation 
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eee Patent Office concerning the commercial success of apparatus 
legedly corresponding to the teachings of the patent sought 
Beant to precisety that type of inequitable or fraudulent 
mduct clearly condemned by the Precision lnstrument Mies Co. 
meeciumph Hosiery Mills, Inc., cases, supra, The conclusion 
inescapable that Meyer, a leader in the field of manufacture 
@ sales of equipment relating to the bottling industry, must 
meknown that its sales figures did not represent sales to 
mie Of the bottling plants in the United States. 

It is well settled that evidence of commercial 
ecess is useful only to buttress an otherwise weak showing of 
vention or novelty. However, where, as in the instant controversy, 
etent Examiner has argued strenuously against the issuance of 
micent on the basis of lack of invention, the achievement or 
M-achievement of the commercial success of the invention 
Mecibed may well be a critical issue. It must be assumed that 
yer's allegation of commercial success was designed to meet 
M Specific objection of the Examiner, else such allegation 
uld = meaningless and superfluous. It must also be assumed 
@t Meyer was aware of the foregoing statistics. The inescapable 
Melusion is that Meyer intentionally misrepresented the commercial 
ecess of the machine allegedly corresponding to the teachings 
Hehe patent sought, in order to pain issuance of the patent -- 
couse of conduct clearly fraudulent or inequitable. 

In connection with the question of Meyer's sales, 


is to be noted that early 1958 the first Mark II machine was 
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Me tnereafter, later in 1958, the Mark LV machines were sold 
_emeetiewas NOt until October 5, 1960, the filing date of 
2 continuation application, that those claims, upon which 
yer has relied and contends define invention, were first 
ssented to the Patent Office. As is required, Meyer submitted, 
meee cOntinuation application, an oath that it neither knew 
melieved that its invention had been in public use in the 
Mec States for more than one year prior to filing its patent 
Mercation. SME contends hereinafter that the claims contained 
Bae continuation application should be accorded a filing date 
Meciier than October 5, 1960. Viewed in this light, SME 
arefoxre contends that the filing of Meyer's oath also amounts 
@ fraud on the Patent Office. Walker Process Equipment, Inc. 
Mem ocivery and Chemical Corp., 382 U.S. 197 (1965). 

While nevertheless maintaining that each of the 
BeeO0ing contentions is individually sufficient to sustain the 
Guisitte showing of Meyer's bad faith and unfair conduct in 
@iring the patent in suit, SME contends that the primary focal 
Mt should be the totality of Meyer's conduct during the 
osecution of the continuation application. Precicwen Instrument 
Micacturing Co. v. Automotive i Maintenance Macihime Co aystipi a. 
Meee Process Equipment, Inc. v. Food Machinery and Chemical Corp., 
pra; Monolith Portland Midwest Co., supra. As indicated in 
Meerec Sion case, the public has such a great interest in 
Mit matters that it would be grossly unjust to not only saddle 


€ public with a monopoly obtained as result Of menatesct ped 
Si. 


Mepmond siecqiitableness, but to also require SME to bear the 
irden of its expenses in defense against a patent wrongfully 
miuired by Meyer. 

emtc difficult tO imagine a course of conduct 
Me inequitable than that of Meyer in the instant case. Im the 
Mee Of the duty to come forward with known relevant prior art, so 
Meicitly set forth by the authorities, Meyer not only disregarded 
Meduty bUt intentionally misrepresented its position with 
MeecCtetomcuc i DrLOr art --= a practice specifically struck down 
1 the Minnesota Mining & Mfg. Co. case. Further, when faced with 
Miecific Objection by the Examiner, i.e., lack of invention, to 
Mm issuance of the patent in suit, Meyer grossly overstated 
he commercial success of its machine. With regard to the oath 
f non-sale within one year of the continuation application 
mitted by Meyer, the implication is clear -- the patent in 
Wit would not have issued without such an oath. 

There was no evidence before the Trial Court to 
Upport that court's conclusion that Meyer's attorneys were not 
Onvinced of the relevancy of the Stoate '229 patent. The Trial 
Ourt amply stated the relevance and anticipatory nature of such 
atent. There was no evidence before the Trial Court adequately 
Ustifying Meyer's misrepresentation of commercial success. It 
S therefore submitted that, in relying upon the asserted good 
@ith of Meyer's attorneys’ representation in open court to the 
Ppaxent exclusion of all eise including Meyer's knowledge of the 


toate '229 patent, the Trial Court, laboring under an erroneous 
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Meeetron or the law, clearly erred in failing to find that 
mex had, in Eocemand law. perpetrated a fraud om the Patent® 
fice. Accordingly, it is contended that such fraud and 
equitable conduct by Meyer as should have been properly found 
Brant an award of attorney's fees to SME in accordance with 
B cited authorities. 

e¢. At Trial, Meyer Relied On Claims That Are Invalid Because 

They Were First Presented To The Patent Office More Than 

One Year After A Public Use And Sale, Or After The 

Intervention Of An Adverse Public Right. 

In view of the criterion for the proper award for attorney's 
es set down by this Court, it is SME's contention herein that 
yer's reliance on late presented claims in its attempted 
forcement of the '640 patent is, by itself, and in conjunction 
th the remaining elements of Meyer's course of conduct, an 


Geptional circumstance amounting to an inequitable imposition 


Such force as to make it '"...grossly unjust that.../sme]... 
io 
ar the burden of [ its} own counsel fees...."' Park-In Theaters, 


Mme Perkins, supra. Accord, Oelbaum v. The Lovable Co., 


mee Crown Machine and Tool Co. v. KVP-Sutherland Paper Co., 
pra. 
Based upon its prior conclusions with respect to the 

Medity of the '640 patent, the Trial Court below did not rule 

On SME's contentions that the claims thereof at issue, Claims 
firough 15, 17 through 24, inclusive, are invalid because they 
te filed more than one year after public use began. (Conciusion 
Bes No. 17, R. 1957) As will be set forth hereinafter, the 


Meee Court did have before it evidence and the arguments of 
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sunsel sufficient to sustain SME’s contentions. It is submitted 
jat the Trial Court should have ruled upon SME's contentions 
Mmmeeiether, that 1t is proper for this Court to entertain such 
Intentions on appeal. 

Admittediy, the Trial Court was under no binding duty to 
Me cpon the guestion presented, nor is this Court subject to 
By such rule. However, relying on the grave import of patent 
atters in view of the public interest therein, this Court, in 
Mecca: M.0.S. Corp. v. John —. Haas Co., Inc., 375 F.2d 614 
Beh Circuit, 1967), addressed itself to a directiy analogous 
FOposition. In that case, this Court was requested to review 
fe validity of a patent where that question was litigated, but 
Mm decided, in the Trial Court. In choosing to accept the 
Mstion of validity on appeal, this Court, citing Sinclair and 
meomecmearinc: v. iInterchemical Corp., 325 U.S. 327 (1945). 
Melared that the Supreme Court's admonition that it is the 
Meect practice to inquire fully into patent validity should not 
Meechtly disregarded. While we are not here concerned with 
Be question of patent validity as a whole, it is submitted that 
he declared force of such admonition is nevertheless applicable. 
Ne public interest in striking down a patent monopoly acquired 
M@ used in bad faith and as an element of a pervasive course of 
Mequiteble conduct, such as Meyer has pursued, is of grave 
Mportance. it is SME's contention that Meyer's reliance on late 
mesented claims is an element strongly indicative of such bad faith 
m@ ineguitableness. Furthermore, it is submitted that the Trial 
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urt's reasoning in the Crown Machine and Tool Co. case, supra, 
Northern District of California case, on the issue of an award 
attorney's fees for the illegal enlargement of late presented 
aims, is most persuasive. It appears to SME that this question 
s not heretofore been considered by this Court and is of such 
gnificance to warrant consideration now. 

Turning to the instant controversy, it is well settled 
at where claims defining a new invention are first introduced 
to a patent application more than one year after a public use, 
le or publication involving such invention, or after the 
tervention of an adverse public right, such claims are invalid. 
ncie Gear Works, Inc. v. Outboard Marine, 315 U.S. 759 (1942); 
hriber-:Schroth Co. v. Cleveland’ Trust Co., 305 U.S347 “(lg3578 


zeltine Research, Inc. v. General Motors Corp., 170 F.2d 6 
th Circuit, 1948), cert. denied, 336 U.S. 938 (1949); 


nz v. Celeste Fur Dyeing and Dressing Corp., 156 F.2d 510 (2nd 
reuit, 1946), cert. denied 329 U.S. 736 (1946); Chicopee Mfg. Corp. 
Kendall Co., 228 F.2d 719 (4th Circuit, 1961), cert. denied, 
®U.S. 825 (1961). As stated by the Supreme Court in the Muncie 

ar case, such invalidating rule is based upon the theory that: 
patentee will not be allowed to rely upon claims first presented 
the Patent Office, by amendment or otherwise, more than two 

ars (now one year) after a public use or sale of the device 

vered thereby where such claims define an invention different 
essence and scope from that originally disclosed to the Patent 

fice. In essence, the Supreme Court, and cited cases following the 


i 
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mcie decision, have held that where the patentee changes the 
yous of the invention defined by the earlier claims to a new 
m different -focal point in the late presented claims so that 
ie new invention cannot be fully deduced from the earlier dis- 
msure, the later claims will be assigned a filing date as of 
mir date Of first presentation; and if such filing date exceeds 
meperiod Of the statutory bar. (now defined by 35 U.S.C. § 102), 
ch claims are invalid. 

In determining whether or not the late presented claims 
fine an invention different from that originally relied upon 
‘the patentee, this Court’ has looked to the scope and essence 
_ the invention as defined by the earlier claims. Pursche v. 
Mee octapersend Engineering Co., 300 F.2d 467, (9th Circuit, L961)e 
; has been clearly established that drawings alone are insufficient 
closure to support the newly asserted invention defined by the 
me claims. Telechron, Inc v. Parissi, 120 F.Supp. 235 (N.D. 
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mee 1954), affirmed, 229 F.2d 440 (2nd Circuit, 1956); Hazeltine 
Mearch, Inc. v. General Motors Corp., supra; Chicopee Mfg. Corp. 
mene Kendall Co., supra. And in the Chicopee case, the court 
ald that where a late presented claim has been broadened to 
1 point that, although perhaps including and supported by the 
mower teachings of earlier disclosures, it is no longer restricted 
) those teachings, such claim is invalid. 

tiem ouwpreme Court in the earlier Schriber =-Sehroth case, 
mea, addressed the problem of late presented claims from a 


lightly different aspect, relying on the principles set forth 
86. 


in 35 U.S.C § 112. There the Court stated the now accepted rule 
shat a patent application cannot be broadened by amendment to 
smbrace an invention not disclosed in the application as 
yriginally filed where adverse rights of the public have 
intervened, without regard to the statutory bar. There appears 
sowherea definition of the phrase "adverse public right" in 
sonnection with the late presented claim cases. [It is submitted 
shat such phrase has reference to the oft decided proposition that 
2 patentee may not appropriate for his own that which already 
1as become public property. In the Sé¢hriber—Schroth case, 

she “adverse public right" was in an independent third party 

ho developed a device subsequent ly claimed by the patentee; in 
she Oelbaum case, supra, such right was found in the alleged 
infringer. 

In view of the cited authorities, it is submitted that the 
svidence of record before the Trial Court below is sufficient to 
support SME's contention that the claims at issue of the '640 
2atent are invalid because: 

1. They define a new invention without sufficient prior 
jJisclosure; and, | 

2. They were first presented during prosecution of the 
sOntinuation application, later than is permitted by 35 U.S.C. § 102 
and after the intervention of an adverse public right. 

As peated hereinbefore, the "640 patent evolved from the 
arent application Serial No. 741,634 filed by Messrs. Calhoun, 


Nilliams and Wyman, and subsequently assigned to IDC. Subsequent 


od 


0 the allowance of 14 claims in the parent applic ation, but 
efore issuance of a patent thereon, the parent application and 
qe invention described therein was transferred from IDC to 
2yer pursuant to the Patent Transfer Agreement. On October De 
760, Meyer, by attorneys representing Meyer in the instant 
yntroversy, fully filed application Serial No. 60,753 denominated 
continuation of the parent application. New oaths for the 
Mtinuation application were executed by Messrs. Calhoun and 
isaims but not by Wyman; Wyman having contended, upon review 
Mene initial continuation application, that he was not an 
wentor of the invention defined by the claims thereof. (Ex. 
, p- 40-44, 131) Pursuant to Patent Office proceedings under 
1 U.S.C. § 118, Meyer executed a new oath in place of Wyman. 
me 41, p.215) 

The original continuation application contained 24 claims, 
le first 14 of which being the allowed claims from the parent 
lication. (Ex. 41, 42) The original continuation application 
$0 incorporated verbatim the specification and drawings from 
le parent application, which specification and drawings remained 
ichanged and are as set forth in the issued '640 patent. 
ibsequent to the filing of thecontinuation application, the 
tent application was expressly abandoned by Messrs. Calhoun 


id Williams and Meyer. (Finding of Fact No. 4, R. 1816) 
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Of the 14 allowed claims of the parent application, six 
re prosecuted to allowance in the continuation application 
d resulted in Claims 1 through 6 of the '640 patent; claims 
ich are not in issue in this controversy. One other claim, 
awn to the same concept, was cancelled during prosecution of 
e continuation application. (Ex. 42) Of theremaining seven 
lowed claims of the parent application (Claims 7, 9 through 

of the original continuation application) a Eee review 
ereof clearly indicates that the focal point or point of 

velty relied upon was a Bora tanile reticle, or disc, scanning 
mber having a plurality of both opaque and transparent 
eas alternately disposed. (Ex. 41, p. 17-21). (Original 
aim 9 varies somewhat from this pattern by including in the 
mbination, apparatus defining the subject matter of the claims 
t in issue.) Such focal point is amply evidenced by the 
plicant's arguments for allowability which related principally 
) the distinction that no other cited art embodied a rotatable 
sc having the alternately disposed opaque and transparent areas. 
ix. 41, page 372-373) . 

By contrast, Meyer has characterized the invention allegedly 
fined by the '640 patent as a bottle inspection system which 
mbines a centered optical system with a radial scan to provide 
feial filtering for the generation of signal components of a © 
irticular frequency, or range of frequencies, representing small 


ixticles in the bottom of the bottle; electronic circuits for 
‘lecting the particular frequency or frequencies representing . 
89. | 


articles in the bottom of the bottle; and electronic circuits 
or detecting direct current at a particular level to reject 
saque bottles and bottles with relatively large particles in 
me bottom of the bottles. (Finding of Fact No. 4, R. 1939) 

f particular import in the foregoing characterization are the 
wrases "centered optical system", "spatial filtering"; and, 
Jarticular frequency or range of frequencies". The term 
spatial filtering" does not appear anywhere in the patent 
9plication or the file history accumulated pursuant thereto; in 
Ae continuation application or the file history accumulated 
ursuant thereto; or in the issued patent. While acknowledging 
hat the original parent specification contains descriptive 
eference to the terms "particular frequency or frequencies," © 
nd further Belnowledsing that while the specification of the 


"centered optical system," 


arent application does not refer to a 
he over-simplified drawings appear to indicate a centered 
ystem, nomeof such phrases appear in any allowed claim of the 
arent papieica tion, which claims purportedly defined the true 
cope of the invention claimed. By comparison, Meyer now 
nsists that the even broader essence of the invention claimed 
n the '640 patent is the combination of a "centered optical 
ystem", "spatial pulcer viet, and " £requendy discrimination", 
lements which have no antecedent support. (See Appellant's 
rief, Case No. 22592-A) 

Turning to Claims 7 through 24 of the patent in suit, 


.@., those claims at issue herein, Claim 7 was presented for 
| 90. 


first time in the original continuation application! Claims 
hrough 11 were first presented by Amendment "A" thereto filed 
November 15, 1961; Claims 12 through 21 were first presented 
Amendment "B" thereto fildd December 26, 1962; and Claims 22 
ough 24 were first presented by Amendment "C" thereto filed : 
Bi 24, 1963.- (Ex. 41+ 42, p. 364, 380, 407) Examination 
these claims clearly reveals that the entire focal point and 
ension of the alleged invention has changed considerably over 
- essence of that invention disclosed in the parent application. 
_ claims at issue have been definitely broadened. (Finding of 
t No. 4, R. 1816) -More importantiy, such claims introduced, 
>the first time, new and undisclosedelements or points of 
relty. 

The claims of the '640 patent may be divided into five 
ups, which groups exemplify various elements asserted by 
rer to define the true scope of the invention disclosed in the 
sued patent, which elements were first disclosed more than 
9 years following the filing of the parent application. For 
ample, the element of the means or a member for "sequentially 
j/or cyclicly coupling or scanning" is now recited in Claims 
, 16, 18 and 21 through 23. This élement has no antecedent 
port whatsoever in either the parent application or its 
le history. Each -of the claims of the second group, i.e., 
iims 8 through 14, 16, 17, 19 through 21 and 24 purport to define 


‘centered optical system", a term not found in the parent 


»lication yet heavily relied upon by Meyer as a distinguishing 
91. . 


-ure during prosecution of the continuation application. In 
third group of claims, i.e., 7, 14, 18, 20, 22 and 23, there 

st appear the elements of the detection-rejection combination 

alternating and direct components, or characteristics, of light 

egy and/or electrical signals indicative of the presence of 

article in the bottle to be inspécted, a combination described 

she operation of an embodiment in the parent application but 

10 way indicated by the claims thereof as being part of, 

important to, the invention defined thereby.- Similarly, in 
fourth group of claims, i.e., 10, 11 19, 20 and 23, the 

sept of the machine's interest in a particular frequency, or 

ze of frequencies, indicative of the presence of a particle 

the bottle to be inspected ig first presented, a concept which 

o finds no counterpart in the definition of the invention 

ited in the parent application. And finally, in the fifth 

up of claims, i.e., 9, 15 through 17, and 19, there first 

ears the concept of the system reliance upon alternating 

racteristics, or components, of light energy and/or electrical 

nals indicative of the presence of a particle in the bottle 

be inspected. The heavy reliance placed upon these newly 

Sented elements by Meyer during its prosecution of the con- 

uation application is amply evidenced by repeated distinguishing 

uments before the Examiner, which arguments are clearly set 

th in the various amendments to the continuation application 

Meyer's appeal brief filed with the Board of Appeals. (Ex. 41) 
| hana 92. aie 


The obvious. expansion of the scope of the invention 
ited in the late presented claims over that disclosed in 
parent application must be viewed against uses and saled of 
sy bottle inspection machines during the period from the filing 
she parent application to the grant of the '640 patent. 

‘In 1958, subsequent to the filing of the parent 
lication, IDC sold four or five machines, designated Mark IT, 
szsedly corresponding to the teachings of the '640 patent. 
2 in 1958, an improved machine embodying the concepts disclosed 
covered by the '640 patent, went on public sale. In or about 
2 of 1960, subsequent to his repudiation of the invention 
ined by the original continuation application, Wyman began 
sell another empty bottle inspection machine, which machine 
admittedly not encompassed within the scope of the invention 
ined by the parent application but which has been subsequently 
lared by Meyer to be within the scope of the claims of the | 
J patent. 

Thus, to briefly summarize, the Trial Court was presented 
h evidence establishing the following chain of events: 

1. In April 1958, the parent application was filed by 
srs. Calhoun, Williams and Wyman, which application well 
ined an invention the essence of which was the allegediy novel 
ked reticle, or disc, scanning member. 

2. In 1958, empty bottle inspection machines were sold 
portedly utilizing and embodying the concepts taught by the 


adened claims of the '640 patent. 
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3. In 1960, one of the original inventors of the 
ent application developed a different and improved empty 
tle inspection machine and sold the same; such machine, 
lowing its inspection by Meyer, was allegedly encompassed 
hin the scope of the claims first presented in the continuation 
lication. 

4. In 1960 and thereafter, a continuation application 
filed by Messrs. Calhoun and Williams and Meyer with 
sequent amendments thereto, containing claims of an 
remely broadened and theretofore undisclosed nature, which 
lication resulted in the ‘640 patent. 

Accordingly, it is contended that the Trial Court should 
e concluded that Claims 7-15, 17-24 of the '640 patent are 
alid in view of the cited authorities. It is further 
tended that Meyer's reliance on such invalid claims in its 
empted enforcement of the ‘640 patent is demonstrative | 
Such gross injustice that SME should not be required to bear 
. burden of its attorney's fees in defense thereof. Since 
» illegal enlargement by Meyer of its continuation application 


" of Meyer's claim for relief in this 


-has been the keystone... 
t, Meyer should pay SME its attorney's fees as contemplated by 
U.S.C. § 285, Crown Machine and Tool Co. v. KVP-Sutherland 


Be Co., 155 U.S.P.Q. at p. 329. 
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d. The Continuum Of Meyer's Bad Faith 
And Inequitable Conduct Warrants An 


Award Of Attorneys' Fees To SME 


Meyer's course of conduct as evidenced by the hereto- 
ore set forth facts concerning its misuse of the '640 patent, 
ts practiced fraud upon the United States Patent Office and 
ts attempted enforcement of delayed, new claims is found to 
ontinue and extend into the proceedings during trial on the 
ssues of validity and infringement of the '640 patent. 

During the course of pre-trial proceedings, Meyer 
ursued a course of delay and harrassment, the necessary result 
f which was to impose an unreasonable financial burden upon 
ME. Such course of conduct is exemplified by the unnecessarily 
etailed and extensive 100 page Pre-Trial Order No. 2 (R. 1687) 
nd the unnecessarily lengthy and detailed fae cucadene between 
he parties’ attorneys in preparation thereof. For example, 
rticle III of such Pre-Trial Order (R. 1688) purports to 
et forth some 95 admitted facts requiring no proof at trial. 
owever, at Meyer's demand, Article IV of the Order (R. 1714) 
ecites various of Meyer's reservations with respect to such 
admitted'' facts, which reservations virtually destroy the 
robative value of approximately one-third of the "admitted" 
acts. Furthermore, minutely detailed discussions, instigated 
y Meyer's attorneys and extending over a period of several 
eeks, resulted in nothing more concrete, in terms of pre-trial 
greement on issue framing, than the approximately 279 issues 


£ fact remaining for litigation at trial. (R. 1718-1775). 


ee 


leyer's reasons for failure of agreement on and reduction of 
hese issues was nothing more than its desire to maintain 

ms flexibility concerning matters of proof at trial. The 
bvious result of attenpts to maintain such "mobility" is 
mnecessary delay and consumption of the Court 's time in proving 
atters well within Meyer's and Meyer's attorneys' knowledge. 

The culmination of Meyer's expansion of its ill-gotten 
atent beyond its lawful scope is exemplified by Meyer's attempts 
o use the courtroom as yet another vehicle for such expansion 
y employing what may be meee favorably termed questionable 
ractices involving strained constructions of the teachings of 
he '640 patent and evidentiary demonstrations designed to 
erpetuate such strained aonmenueeions.” 

Equity should not condone Meyer's practices. Following 
ts acquisition of the unlawfully expanded patent, Meyer pro- 
eeded to rely at trial, not upon the claims of the patent itself 
ut, rather, upon the testimony of its expert witness (Calhoun) 

s to what the patent was supposed to teach! and such nebulous 

oncepts as "spatial filtering" and "frequency discrimination", 
hich concepts find no explanatory support in either the "640. 

atent or its file history. 

It is submitted that the reasoning of the Court in 
he Monolith Portland Midwest Co., case, supra, iS most persuasive 


n supporting SME's request for its counsel fees. Therein the 


StS 


1 
. See Appendices G and H wherein detailed discussions 
are set forth. 
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Court found the case to be an exceptional one within the meaning 
of 35 U.S.C. S 285 where: (1) The patentee's conduct before 

the Patent Office, taken as a whole, amounted to fraudulent 
Meeent acquisition; (2) ". . .the objective of pretrial, 

to reduce and pinpoint the issues, was not accomplished due 

to plaintiff's apparent desire to maintain a maximum mobility;" 
and, (3) the "plaintiff took extreme positions and adopted 
strained Meerut ions which unduly prolonged the trial." 


(267 F.Supp. at pps. 786, 787). 


97 


CONCLUSION 

The plain and simple meaning of Article XIV of the 
Patent Transfer Agreement is that of a traditional non-compete 
slause; IDC was not to make any machines for performing the 
function of inspecting empty bottles for foreign particles 
vyhich were competitive with any such machine manufactured by 
Meyer, for a period of approximately 22 years, anywhere in the 
yvorld. Pursuant to Article VIII. A. of the same agreement, any 
improvements on such machines developed by IDC, or any of its 
amployees, were to be funneled directly and exclusively to 
Meyer, royalty free. Where the contractual restrictions of the 
2atent Transfer and Consultant Agreements failed to tie-up other 
competitive creative talent, Meyer threatened such competition : 
vith civil litigation, broadened two patent Anpiicdcuomen and 
tiled a third patent application and instituted an interference 
2ased upon a stale and only partially conceived idea in attempts 
-o eliminate such competition. Such acts and pervasive 
sourse of conduct pursued by one having a dominant position 
vithin the market place is an unlawful expansion of the 
inderlying patent monopoly, the '640 patent, and, in accordance 
vith established equitable principles, a misuse of the '640 
Jatent. | 

Meyer acquired the patent in suit by virtue of a 
series of fraudulent misrepresentations to the Patent Office. 
[he claims of the '640 patent at issue in the instant controversy 
are late presented, invalid claims defining a new invention over 


soles 


mac Originally relied upon. In pursuit of the enforcement of 


such illegally broadened claims, Meyer adopted even broader, 


strained constructions at trial in its attempts to stiffle yet 


another competitor. The burden of defending against the 


ill-gotten and misused '640 patent wrongfully thrust on SME 


is grossly unjust. 


The judgment in favor 


patent misuse and unclean hands should be reversed. 


SME should be awarded 
on the issues of patent misuse 
should be awarded a reasonable 


fense against Meyer's suit for 


oo: 


of Meyer on SME's claims of 


its costs incident to trial 
and its appeal herein and 
attorney's fee for its de- 


patent infringement. 


Respectfully submitted, 
SPENSLEY, HORN AND JUBAS 


By: 


Maytin R. Horn 
torneys for Plaintiff- 
Cross~Appellant 
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FINDINGS OF FACT AND CONCLUSIONS OF LAW 
DINGS OF FACT: R. 1813-1837 


Weeeelaintifft 1s a corporation organized and existing 
er the laws of the State of California, having its principal 
ce of business in El Segundo, California, which is within the 
isdiction of this Court. Plaintiff manufactures two types 
machines that inspect empty bottles for the presence of 
eign particles, known as the Model 303 and the Slimlight. 


2. Defendant is a corporation organized and existing 
Bt the laws of the State of Wisconsin, with its principal place 
business in Cudahy (Milwaukee County), Wisconsin. Defendant 
ntains an office in the City and County of Los Angeles, 
mcornia, within the jurisdiction of this Court. Defendant 
ufactures, among other things, a line of machines for handling, 
mine, inspecting, filling, closing, labeling and packing various 
al, glass and plastic containers, along with other types of 
ipment used in connection with the packaging of liquids or 
i-solid substances in glass, metal or plastic containers. 
defendant is one of the largest manufacturers of bottle 
dling equipment in the United States. Defendant manufactures 
offers for sale a machine to inspect empty bottles for the 
sence of foreign particles known as its Mark IV Bottle 
pector. 


: eee to Jume 12, 1953, Industrial Dynamics 
poration, a California corporation, with its offices and 
mcipal place of business in Los Angeles County, California, 
rmeloped a machine for inspecting empty bottles for the presence 
foreign particles. The officers and principal employees of 
lustrial Dynamics Corporation at the time that the machine was 
reloped were Fredrick L. Calhoun, Donald D. Williams, and 

eS H. Wyman. Subsequently, Abner L. Browning became employed 
Industrial Dynamics Corporation and participated in further 
relopment of the empty bottle inspection machine. 


4. On June 12, 1958, Fredrick L. Calhoun, Donald D. 
-liams and James H. Wyman filed an application for letters 
ent of the United States which disclosed a prototype of an 
ty bottle inspection machine. The patent application received 
Mication Serial No. 741,634 from the United States Patent Office. 
-S application was assigned by the applicants to Industrial 
lamics Corporation, and was prosecuted in the United States 
ent Office through allowance. However, before any letters 
‘ent issued on application Serial No. 741,634, but after application 
Meal No. 741,634 was allowed, application Serial No. 60,753 was 


ed in the United States Patent Office on October 5, 1960, as 
ontinuation of application Serial No. 741,634 and was subsequently 
igned to defendant and its prosecution was paid for by 

endant, and application Serial No. 741,634 was subsequently 
ndoned. The specification, drawings and allowed claims of 
lication Serial No. 741,634 were identical in application 

ial No. 60,753, but additional and broader claims were set 

th in the continuation application Serial No. 60,753. Asa 
Sequence of the prosecution of said continuation application 
ial No. 60,753 in the Patent Office, United States Letters 

ent No. 3,133,640 was granted on May 19, 1964, by the United 
Bes Patent Office to defendant as assignee of said application. 
Ss is the patent-in-suit. The defendant maintains and asserts 

© United States Patent No. 3,133,640 is a basic patent. 


Seamoumor avout April 22, 1959; Fredrick L. Calhoun and 

er L. Browning, who were then employees of Industrial Dynamics 
poration, filed an application for patent relating to a machine 
inspecting empty bottles for foreign particles. This appli- 
ion was designated as Serial No. 808,172 by the United States 
ent Office and was assigned by the applicants to Industrial 
amics Corporation. This application issued as United States 
ent No. 3,081,666 on March 19, 1963. Defendant describes 
S patent as an improvement on its patent No. 3,133,640. While 
s latter patent was initially involved in this suit, the parties 
€ Stipulated to the dismissal of the claim by defendant of 
ringement with prejudice.and the claim by plaintiff of 
alidity without prejudice. 


6. On or about September 21, 1959, Industrial Dynamics 
poration and the defendant entered into a written agreement 
Sisting of two parts. Pursuant to the first part, which can 
described as the Patent Transfer Agreement, Industrial Dynamics 
poration transferred to the defendant all of its right, title 
| interest in the two patent applications Serial Nos. 741,634 
) Serial No. 808,172 which Industrial Dynamics Corporation 
resented to defendant as covering its machire to inspect empty 
ttles for the presence of foreign particles. The second part of 
1 agreement of September 21, 1959, consisted of a Consultant 
‘eement between the defendant on the one hand, and Fredrick 
Calhoun and Abner L. Browning on the other hand, pursuant 
which Calhoun and Browning agreed to act as consultants to 
> defendant for a limited period of time to facilitate the 
insfer from Industrial Dynamics Corporation to the defendant 
know-how relating to the construction and operation of the 
ttle inspection machine then being manufactured by Industrial 
lamics Corporation, to-wit, the Mark IV machine. On September 

1959, Calhoun and Browning were the principal officers and 
‘loyees of Industrial Dynamics Corporation, Williams and Wyman 
ring terminated their relationship with Industrial Dynamics 
‘poration some months prior to that time. Neither Williams 
- Wyman was a party to the consultant agreement in question. 


ia 


7. Certain portions of the Patent Transfer Agreement 
i the Consultant Agreement form the basis for some of fo Weiague sl sere tis 
ims of patent misuse. Plaintiff relies principally upon . 
csicles V, VIII and XIV of the Patent Transfer Agreement and 
cagraphs 3, 4 and 5 of the Consultant Agreement. Defendant 
Mis Particular attention to the first WHEREAS clause appearing 
page 1 of the Patent Transfer Agreement and to paragraph 4 of 
2 Consultant Agreement. Certain of these contractual provisions 
> quoted below and others are summarized: 


From the Patent Transfer Agreement: 
en rere 


WHEREAS Fredrick L. Calhoun, Donald D. Williams, 
and James H. Wyman, and Fredrick L. Calhoun and Abner 
L. Browning are the inventors of a machine, hereinafter 
called a 'bottle inspection machine', which is used 
to detect and reject bottles coming from a bottle 
washer which have not been properly washed or which 
contain foreign matter, for which invention two 
applications for Letters Patent have been filed in the 
United States Patent Office on June 5 OES ayacl ere 
April 21, 1959, respectively, and which bear the 
Serial Nos. 741,634 and 808,172, respectively. 


ARTICLE V. 


A. MEYER will assume responsibility for the manufacture 
of bottle inspecting machines and will also completely 
assume the sale and servicing of the bottle inspecting 
machines forming the subject matter of this agreement 
not more than six months following the date of the 
Signing of this agreement. 


B. After commencing the manufacture of the bottle 
inspecting machines, MEYER will have the sole meh to 
make such machines, and also the sole right to use 
and sell such machines, and in so doing, will give 
equal service rights to machines previously made or 
sold by INDUSTRIAL, at INDUSTRIAL's expense, and it 
is agreed that MEYER shall have the right to deduct 
from royalties accruing hereunder or from any other 
Sums owing INDUSTRIAL by MEYER, MEYER's reasonable 
Service charges and the costs of any adjustments 
made or incurred by MEYER in the servicing of such 
machines, which charges and costs are not properly 
collectible (sic) from the owner of said bottle in- 
Specting machine. 


KEK 
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ARGECLE VILL. 


Peete event INDUSTRIAL or its employees during 
the term of this agreement shall invent or devise any 
improvement in bottle inspection machines forming the 
subject of this agreement, it shall promptly disclose 
the same to MEYER and make such improvements 
available exclusively to MEYER at no additonal 
BOyaluy . 


B. MEYER may elect, if such improvement is of a 
patentable nature, to file applications for patent 

at its own expense based upon such improvements 

and in such event, all patents granted thereon 

shall be the sole and exclusive property of MEYER. 
Notice of such election must be made prior to the 
expiration of ninety (90) days from the date such 
improvement is fully disclosed to MEYER by 
INDUSTRIAL. Upon receiving notice that MEYER does 
not elect to file an application for patent on said 
improvement, or upon the elapse of said ninety (90) 
days without receiving the notice of election from 
MEYER, then INDUSTRIAL may, if it desires and without 
being required to do so, file an application or eparemEs 
Ownership of the improvement, in the event of such 
filing, will be in INDUSTRIAL. However, INDUSTRIAL 
shall grant MEYER a non-exclusive, royalty-free 
license to make, use and sell said improvement. 


C. INDUSTRIAL agrees to promptly and fully disclose 
and offer to MEYER any invention which INDUSTRIAL may 
devise, own or control during the life of this 
agreement relating to electronic applications for 

the packaging industry, and to inform MEYER of the 
terms and conditions of such offer, and MEYER shall 
have ninety (90) days following the Kecei pe or such 
offer in which to accept or reject the same. In the 
event MEYER rejects the same, INDUSTRIAL shall have 
the right to secure bona fide purchase or license 
offers from other manufacturers for such invention. 
INDUSTRIAL shall give MEYER written notice with 

full particulars of any such offer secured by and 
acceptable to INDUSTRIAL and MEYER shall have 

sixty (60) days following receipt of such notice to 
meet such offer, and in the event MEYER does not elect 
to meet such offer, INDUSTRIAL shall have the right 
to accept the same. 


ek ke * 
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SRE ICLE XLIT, 


Unless sooner terminated under Article 2 oyu iclaaeas 
agreement shali continue in force to the end of 
the term of the last to expire of any United States 
Letters Patent obtained for either ave lveationmecema ll 
No. 741,634 or application Serial No. Ve iA Grey, 
in the event no such Letters Patent are obtained, 
then the term of this agreement shall end at such 
time as the claims of these applications, or 
continuations, or divisions thereof are finally 
rejected and the time for appeal has elapsed 
without further appeal being taken, or if further appeal 
has been taken, then when such appeal has been denied. 


ARULCLE XIV. 


INDUSTRIAL agrees that it will not enter into 
competition with MEYER in the manufacture or sale 
of bottle inspecting machines during the life of 
this agreement. 


m Consultant Agreement: 
4. AGREEMENT NOT TO COMPETE. 


Consultants agree that for ae Perlod sor stainee 
years after completion of their services under 
this agreement, they will not, jointly or severally, 
enter into the employ of any person, firm, corporation 
or other organization or themselves engage in 
business when such employer, employment or business 
Shall be in any way in competition with MEYER 
in its manufacture or sale of bottle inspection 
machines as defined in the agreement between MEYER 
and INDUSTRIAL. 


5. RIGHTS OF FIRST REFUSAL. 


A. Consultants agree, jointly and severally, 
that if they shall during the aforesaid three-year 
period make or conceive any invention or improvement 
which if made or conceived by them during the period 
of their services under this agreement they would 
have been obligated to assign to MEYER pursuant to 
paragraph 3 above, then in such ev2nt they shall 
first offer such invention or improvement to MEYER 
on reasonable terms. MEYER must within 30 days 
notify Consultants whether or not they will accept 
the offer. If MEYER declines the offer or does not 
reply within 30 days, Consultants shall have the 
eter tO dispose of it to others. 


b] 


B. Consultants further agree, JOintly or 
severally, that if they shall, during the period 
of this agreement, make or conceive any invention 
ox inventions relating to electronic applications 
for the packaging industry, they will first offer 
such invention or inventions to MEYER on reasonable 
terms. MEYER shall have 60 days from the date of 
Such an offer to negotiate with Consultants ie) 
reach an agreement on price, royalties and other 
terms and conditions. If MEYER and Consultants 
fail to reach an agreement in this period, the 
Consultants may thereafter deal with others on 
Such invention or inventions. 


8. Paragraph 3 of the Consultant Agreement provides: 


Consultants agree to assign and do hereby assign 
to MEYER, its Successors and asSigns, all their 
Piziieeeeneld jointly or severally, in and to any 
and all inventions which they shall make or 
conceive during the period between the date of 
this agreement and the termination of their 
Services hereunder which in any manner relate to 
bottle inspection machines as defined in the 
agreement between Industrial and Mey etme 


BeeeArticle X of the Patent Transfer Agreement 
vides that the defendant may cancel the APL Cemented ater 
lod of two years. 


10. Paragraph 1 of the Consultant Agreement provides 
€ the consultants (CALHOUN and BROWNING) will offer their 
vices to MEYER for a period not in excess of two years. 


11. On or about June 23, 1966, Industrial Dynamics 
poration (which by change of name was then-called Flectro- 
amics Corporation) and the defendant entered into an agreement 
Suant to which Article XIV of the Patent Transfer Agreement 
ed September 21, 1959, was rescinded and declared null and 
lf 


12. The subject of the Patent Transfer Agreement is 
"bottle inspection machine" as it is defined in the ees c 
=REAS'' clause. The Agreement of September 2, 1950 wbearcen 
endant and Industrial Dynamics Corporation is directed to 
cifying the rights and obligations of the parties with ie Seite 
these machines; the Agreement is directed to the bottle inspection 
ins pecting machines for which two patent applications were 
2d and referred to in the "WHEREAS" clause quoted in Finding we 
example, Article IV refers to "bottle inspecting machines 
ning the subject matter of this.agreement" and Article V recites 
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tt defendant "will assume responsibility for the manufacture 
all bottle inspecting machines". ‘These references are to 
hhines described in the two patent applications. 


13. The machines referred to in AGtic les ay ometne 
ent Transfer Agreement are machines for which two patent 
lications referred to in the first "WHEREAS" clause were 
ed, and only those machines. aye 


14. The Court is mindful of the fact that Article Xiy 
tains the clause, "INDUSTRIAL agrees it will not enter into 
petition with MEYER... ." Considering that the defendant 
d $75,000.00 at the time the Patent Transfer Agreement was 
cuted, it was reasonable for the defendant to provide 
inst competition by Industrial Dynamics Corporation in the 
ufacture of machines for which the patent applications were 
ed, during the period between the execution of the Agreement 
ed September 21, 1959, and the issuance of the patents. 


eine Court finds that the use of the phrase "during 
life of this agreement" in Article XIV is inartistiec but 
S not alter the Court's above expressed interpretation of 
tC paragraph. The protection of Article XIV was not required 
er the patents issued. However, the agreement might have 
h terminated before the last patent was issued, pursuant to 
icles X or XIII. The meaning of the phrase "during the life 
the agreement" is set forth in Article XIII. The Articles 
B. and XIV of the Patent Transfer Agreement are redundant, 
this does not alter the plain Mierpauleyse <Gie fee lke: Sah. 


16. At the time that the defendant purchased the patent 
lications from Industrial Dynamics Corporation there was at 
Bt one other empty bottle inspecting machine being marketed, 
Mayer Twin-Beam. In addition, there was a full bottle 
9ection machine being offered for sale by RCA. Defendant 
leved, however, that the bottle inspection machine developed 
Industrial Dynamics Corporation was more useful and would be 


> 


> successful than any other machine then being marketed. 


17. Starting in late 1959 and continuing to this date, 
sndant has manufactured and sold machines, known as the Mark IV 
-le Inspector, for the inspection of empty bottles for foreign 
-icles, which are based upon the applications that defendant 
-hased from Industrial Dynamics Corporation. 


18, After Mr. Wyman and Mr. Williams terminated their 
itionship with Industrial Dynamics Corporation, the then stock- 
lers of Industrial Dynamics Corporation decided that Industrial 
mics Corporation would discontinue active operations and either 
lissolved or continued for the sole purposes of collecting 
alties and issuing dividends to the Shareholders and living up 
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its obligation under the September 21, 1959, Agreement. This 
sision was made by them some time prior to september 21, 1959, 
mehe defendant, through its president, Leo Meyer, was made 
ire by Mr. Calhoun that for all practical purposes Industrial 
lamics Corporation would become dormant. 


19. Subsequent to September Zeln WSISVS)_ Wap rel asses et 
amics Corporation did become inactive and changed its name to 
ictro-Dynamics Corporation. In April, 1960, Messrs. Calhoun 
Browning caused Industrial Dynamics Company, Limited, to be 
anized under the laws of the State of California as a separate 
porate entity. Shortly thereafter, mr. Browning terminated his 
ationship with Electro-Dynamics and associated himself with 
hes Aircraft Co. Sometime in the Spring of 1966, Mr. Browning 
t Hughes and rejoined Calhoun at Industrial Dynamics Company, 


20. Since September 2 5a Electro-Dynamics Corporation 

not manufactured or sold machines for the inspection of empty 
tles for foreign particles or any other types of machines or 
other products. Nor have machines for the inspection of 

By bottles for foreign particles been manufactured or sold by 
corporation with which Fredrick L. Calhoun or Abner i 

wning have been associated. 


21. Mr. Calhoun, and at various times Mr. Browning, have 
tinued to be active for Industrial Dynamics Company, Limited, 
research and development in electronic applications in the 
kaging industry. For example, Mr. Calhoun has developed 
eral new electronic devices relating tothe packaging industry, 

particularly several new devices for inspecting empty and 

led bottles for various Parameters, including height of liquid 

I and chips on the rims of bottles. None of the patents on 

se devices has been sold or licensed by Messrs. Calhoun or 

wning or Industrial Dynamics Company, Limited, to the defendant, 
the defendant has at various times marketed such other products 
er short-term sales agency or distribution contracts with 
dstrial Dynamics Company, Limited. Defendant has also contracted 
4 Industrial Dynamics Company, Limited, for further research 
development in the field of particle inspectors for empty 

tles, and recently Mr. Calhoun has developed for defendant a 
Particle inspector for empty bottles which is being tested by 
defendant. The Court finds that none of the covenants in the 
“nt Transfer Agreement or in the Consultant Agreement has 

ibited or inhibit Mr. Calhoun or Mr. Browning from continuing 
sarch and development in the Seneral@ericid or electrons 
lications in the packaging industry or in bottle inspection. 


viii 


22. In or about July 1959, Mr. James H. Wyman, who 
s one of the officers of Industrial Dynamics Corporation and 
e of the named inventors of the patent-in-suit, terminated his 
ployment with Industrial Dynamics Corporation and shortly 
ereafter sold his stock in the corporation. Later in 1959, 
- Wyman organized Industrial Automation Corporation, and thas 
mpany developed a machine for the inspection of empty bottles 
= foreign particles, the UIE IO Vyeulies) ac subsequently sold 
Barry-Wehmiller Company. Defendant has advised Barry- 
hmiller Company of its belief that the bottle inspector so 
veloped by Mr. Wyman and now being manufactured and marketed 
Barry-Wehmiller infringes defendant's patents and has demand- 


that Barry-Wehmiller Company cease and desist such infringe- 
nt. 


23. On April 8, 1960, Mr. Calhoun filed application 
rial No. 20,884 in the United States Patent Office on improve- 
2ts in the machine for inspecting empty bottles for foreign 
cticles as disclosed in and covered by the applications speci- 
ed in Finding 6. The invention disclosed and claimed by Cal- 
In in application Serial No. 20,884 is related to an entry by 
Lhoun in his notebook on or about December 8, 1958, prior to 
2 date that Mr. Wyman terminated his employment with Indus- 
Lal Dynamics Corporation. Patent applications Serial No. 

884 and the invention disclosed and claimed in such appli- 
lon were assigned to defendant in accordance with the terms 


Ehe Patent Transfer Agreement and/or the Consultant Agree~ 
it. 


On April 11, 1966, Mr. Wyman filed application Ser- 

- No. 21,164 in the United States Patent Office on a machine 
' inspecting empty bottles for foreign particles, on Febru- 
el?, 1963, the United States Patent Office instituted inter- 
ence No. 93,420 between Calhoun application Serial No. 20,884 
i Wyman application Serial No. 21,164 to determine which 
ent application would have the right to claim the inventive 
ects common to both patent applications. In this Interfer- 
é, Calhoun constituted the senior party, with the resultant 
efits as senior party, since Calhoun filed application Ser- 
No. 20,884 in the United states Patent Office before Wyman 
€d application Serial No. 21,104. Interference No. 0) RG) 

Subsequently dissolved by the United States Patent Office 


the basis of motions by Mr. Calhoun and Mr. Wyman to dis- 
ve the. Interference. 


24. On July 16, 1965, defendant filed application 
Mel No. 475,316 in the United states Patent Office as 4 
tinuation of application Serial No. 20,884, The drawings 
Specification and some of the claims in application Serial 
m7 2,016 were identical to those in application Serial No. 
884 but changes were made in other claims in application 
al No. 475,3lo from corresponding claims in application 
mel No, 20,884. Application Serial No. 20,884 was subse- 
ntly abandoned and application Serial No. 475,316 was 


reafter allowed by the United States Patent Office with 
eVaims . 


On August 27, 1964, Mr. Calhoun filed application Serial 
392,499 in the United States Patent Office on improvements in 
Seeoine for inspecting empty bottles for POLeClen alt relies 
isclosed in and covered by the patent applications Specified 
inding 6. This application was subsequently assigned to 
ndant in accordance with the terms of the Consultant Agreement 
Or in accordance with an agreement on the part of defendant 
my f0r the costs of preparing, filing and prosecuting the 
a@cation after Mr. Calhoun indicated to defendant that he was 
interested in continuing the prosecution of the applicabion. 


25. Provisions of the Patent Transfer Agreement and the 
Gltant Agreement require Industrial Dynamics Corporation, 
Be the term of the Patent Transfer Agreement, and Messxs. 
Oun and Browning, during the term of the Consultant Agreement 
Bor a three-year period thereafter, to make available to the 
Ndant, at no further cost to the defendant, all improvements 
he two patent applications covered by the Agreement. Such 
isions are reasonable. These contractual provisions, which 
Plaintiff described as grant-forward clauses, constitute 
asonable method by which Industrial Dynamics Corporation and 
rs. Calhoun and Browning could dispose of improvements on 
Basic bottle inspection machine patents. iieyseoe imino: 
nse or assign these improvements to a third party, because no 
d party would be able to manufacture and sell bottle inspection 
ines coming within the claims of the basic patents owned by 
defendant and so would have no interest in the improvements 
® build upon or add to the basic machines and which cannot 
sed apart from the basic machines. It wes to the advantage 
adustrial Dynamics Corporation and Messrs. Browning and 
oun to make the improvements available to the defendant, 
ex than others, so that the bottle inspection machines 
sted by the defendant might be as good as they could be 
and sales and royalties thereby maximized. 


26. During a part of the time that Industrial Automation 
sration was developing its bottle inspection machine, Mr. 
et G. Husome, who is presently president of the plaintiff, 
associated with Industrial Automation Corportion and worked 
Mr. Wyman in developing the empty bottle inspection machine 
7 Industrial Automation Corporation manufactured and 
sted for a time and the rights to which Industrial Automation 
ration ultimately sole to Barry-Wehmiller Company. 


27. In or about September, 1962, Mr. Husome left the 
g@ of Industrial Automation Corporation and, together with 
Miliiam V. Wright, Jr., established the plaintiff. Between 
amber, 1962, and February, 1963, the plaintif£ developed the 
fe inspection machine which it designated as its Model 303 
fronic Empty Bottle Inspector. It is this machine that 
Want claims infringes the patent-in-suit. 


x 


26. Plaintiff, defendant and Barry-Wehmiller are the 
y present manufacturers in the United States of machines for 
pecting empty bottles for foreign particles. 


29. Defendant has entered into two agreements with 
Subishi Heavy -Industries, Limited, of Japan. The first of 
Be is dated October 31, 1958, and is the basic agreement. 
second is dated December 17, 1962, and is a supplemental 
eement designed to bring the Mark IV Bottle Inspection Machine 
ain the terms of the basic agreement. 


30. By the basic Mitsubishi agreement, defendant 
Bterred to Mitsubishi the rights to Japanese patente wand aig 
Fhe know-how necessary for Mitsubishi to manufacture and sell 
sndant's products exclusively in Japan and efor ee ella iy aie 
sain other Far Eastern countries. No United States patents 
@ licensed by defendant to Mitsubishi, nor did Mitsubishi b 
Other means acquire any right to manufacture or sell defendant's 
ented products in the United States. The second Mitsubishi 
eement, dated December 17, 1962, makes reference for definition 
poses to the United States patent applications which gave rise 
me bottle inspection patents. The second Mitsubishi 
sement does not license any United States patent to Mitsubishi 
mM any other manner grant to Mitsubishi any rights to 
Bacture or sell within the United States bottle inspection 
lines covered by defendant's patents, 


31. Pursuant to the Mitsubishi agreements, Mitsubishi 
eed to license defendant, on a BOyal ty ree basic an: 
sOvements on the licensed products that Mitsubishi develops. 
uch improvements have ever been licensed by Mitsubishi to 
mdant. Further, Mitsubishi agreed to refrain from using, 
facturing or selling competitive or other designs of bottling 
linery for the same purposes as the products licensed to it 
mfendant without first obtaining permission from the 
mdant. Mitsubishi has sought such permission on only two 
isions and on each such occasion defendant gave its permission. 
he time of the second Mitsubishi agreement, Mitsubishi 
ed to pay Meyer a minimum royalty of $600.00 for each bottle 
ction machine which it manufactured and sold even though 
Braph 4.2 of the agreement provided for a royalty oO fee 7, 
he net sales price of each bottle inspector. Defendant was 
assured a minimum annual royalty by the Mitsubishi agreements. 
@efendant required a HOn-compece clause from Mitsubishi Go 
fe that, to whatever extent Mitsubishi promoted sales of 
y bottle inspection machines, Mitsubishi would sell those 
efendant rather than those of someone else. 


an 


CLUSIONS OF LAW: R. 1832-1837 


eee Ceoelrt has jurisdiction of the plaintifft's claims 
B- $1333, Title 28, United States Code, and under the Declaratory 
ment Act, as amended, Title 28, United States Code, §§ 2201 

Pe, sin addition, the Court has jurisdiction over the 

Sndant under Title 28, United States Code, §1391. ‘The Court's 
sdiction of defendant's counterclaims is based upon Rule 13 
Meer edcra Rules of Civil Procedure and §1338 of Title 28, 
Bed States Code. 


PoemebtesDuLdcel Of proof is upon the plaintiff to establish 
a preponderance of the evidence that the defendant has 
aeed in activity which amounts to misuse of its basic bottle 
Section machine patent. 


Beecendent S acquiSition Of the patents does not 
Stitute patent misuse. 


4. The covenants not to compete contained in the 
Mements of September 21, 1959, viz., Article XIV of the Patent 
mster Agreement, and paragraph 4 of the Consultant Agreement, 
mot constitute patent misuse. Article XIV of the Patent 
nsfer Agreement refers to the bottle inspection machine 
ined in the first "WHEREAS" clause of the agreement; that is, 
bottle inspection.machine for which two patent applications 
been filed and which by the agreement Industrial Dynamics 
poration assigned to the defendant. While Article XIV 
Messiy provides that it is to last during the life ox the 
Bement, it S puxpose was to prevent Industrial Dynamics Corporation, 
Moe the pendency of the patent applications sold to defendant, 
m making and selling the bottle inspection machines which 
M@evithin the scope of and were covered by such patent 
Mications and, hence, before the defendant could prohibit 
MH manufacture and sale by enforcing its right as a patentec. 
Mpractical effect of the Patent Transfer Agreement and 
Ocle XIV was to place the defendant in the same position as 
Meeeial Dynamics Corporation, that is, to substitute one 
Many for the other; the covenant was ancillary to the purchase 
Merendant of a substantial asset of Industrial Dynamics 
Morcation and was intended to preserve the value of the asset. 


ee 12 phrase ‘in competition with" is used im Article 

M the Court concludes that it means that Industrial Dynéemics 
Moration is prevented from making or selling only those 

Mines covered by the assigned patent applications which were 
Meubject of the Patent Transfer Agreement, and does not pre- 
Meindustrial Dynamics from making or selling machines not so 
‘ered by such applications, or any patents which subsequently 
Med thereon. ‘The protection of Article XIV was not needed 


eh 


fm the patents issued. Therefore, to the extent that the 
fase ‘during the life of this agreement” in Article XIV tends 
indicate that the protection afforded by that Article extends 
mecne life of the patents, it is surplusage. 


Oemeelacraph & GF the Consultant Agreement has the same 
erage and effect as Article XIV except that it restrains 
mconsultants, Messrs. Calhoun and BeOwning, for a? Limited 
mod of time, namely, the period of their service under the 
Sultant Agreement and three years thereafter. 


Vom ew Court concludes that these two covenants, 
icle XIV and paragraph 4, whether considered separacely or 
echer, are reasonable in their purpose and in their effect 

do not constitute patent misuse or uncleen hands. 


8. The agreement between Industrial Dynamics Corporation 
w known as Electro-Dynamics Corporation) and the defendant 
mo June 23, 1966, rescinded Article XIV of the Patent Transfer 
Bement. Therefore, Article XIV cannot presently impair the 
endant's rights to protect the patent here concerned. 


7- The Court concludes.that Mr. Calhoun and the defendant 
e exercising their legal rights in filing a continuation 
lication and, even if the purpose of the application may have 
mh in pari,to broaden the patent and to cover the bottle 
pection machine, which Mr. Wyman developed, and was marketing 
Ough Industrial Automation COrporation, tine) Tiling cmecuem 2 
tinuation application does not constitute patent misuse or 
Tean hands. 


10. The filing of an additional patent application: by 
Calhoun and the instituting of an interference proceeding with 
Wyman's patent application as Speci ted in Finds cae 
constitute patent misuse or unclean hands by the defendant. 
se were reasonable and legal procedures employed by Mrs 

@oun and the defendant to attempt to retein the value of their 
ention by obtaining patent protection against the bottle 
pector which they believed Mr. Wyman had conceived while at 
usStrial Dynamics Corporation. 


il. The Court concludes that the defendant's actions to 
mee its patent rights against the plaintiff and mr. Wyman or 
assignees by sending them cease and desist letters and by 
se proceedings do not constitute patent misuse. 


12. The Court concludes that the provisions in the 
ent Transfer Agreement and the Consultant Agreement described 
gtant-forward clauses and referred to in Finding No. 31 are 
ai and do not constitute patent misuse or unclean hands. 


So ien 


ieee provisions of Article VIII. C. of the Patent 

Boaster Avreement, and parayraph 5. B. of the Consultant PeEec= 
mt are nothing more than grants of rights of first refusal 

other inventions involving electronic applications in the 
ckaging industry that might be developed by Industrial Dynamics 
Eporation of Messrs. Calhoun and Browning. These grants of 
Bhts of first refusal did not inhibit Messrs. Calhoun or Brown- 
mm <rom further development, and the Court concludes that these 
Ovisions do not constitute patent misuse or unclean hands. 


14. The combination of certain terms contained in the 
reements of September 2], 1959, viz., the covenants not to 
mpete, the grant~forward clauses and the rights of first 
fusal do not constitute patent misuse. The conclusions that 
eh terms, considered individually, do not constitute patent 
suse are set forth in prior parapraphs. ‘The combination of 
ese terms does not alter those conclusions. 


15. The requirements to pay royalties during the 
mod of the pendency of the two patent applications specified 
Finding 6 and during the life of the patent-in-suit and 
bent 3,081,606 (both of which issued as a result of said 
me patent applications) do not constitute patent misuse. 


16. Tne Court concludes that the Mitsubishi agree- 
Meo dO not constitute misuse of the PAbent ans aor une 
mo hands by the defendant. Sperry Products, Inc. v. Aluninum 


wh? og 


Beany of America, 171 F.Supp. 90L (N.D. Ohio, 
BF. 2d 91l (C.A. 6, 1960). 


1959), artt’d, 


17. The Court has examined the cases cited by plain- 
f& and has concluded that they are distinguishable on their 
eS ox have no application to the case at bar. The case of 
Mee con, 7) F.Supp. 333 (S.D. N.Y., WoO ciced by tice 
MNeLEL CS Support its argument that the grant-forward clauses 
mived in this case constitutes patent misuse, involved a 
@ different fact situation; it involved a pervasive plan, 
= effect of which was to give Alcoa COine Leto Cont ro hue mala 
sent and future patents relating to the production of alumi- 
m National Lock Washer Co. vs. George K. Garrett Come iC cr 
er. 2d 255, 08 USPQ 460 (Grd Cir, T943y and McGulloush vs. 

ory) 


mercer Corporation, loo F.2d 759, 7o USPG 


Corporation 3° (th Cir. , 1948) 
fOlved covenants nut to compete quite different in their 

pe, coverage and exfect from the covenants involved in the 
meet bar. 


18. The Court concludes that the terms of the Patent 
Insfer Agreement are understandable, and the Court has there- 
Bee cerpreted the contract without repard to extraneous 
mence, 


ara 


APPENDIX B 


FINDINGS OF FACT AND CONCLUSIONS OF LAW 


INDINGS OF FACT: 


1. The Findings of Fact filed with the Court and 
igned on January 24, 1967, following trial on the issues of 
efendant's alleged misuse of the patent in suit are incor- 
orated herein and made a part hereof by reference. 


2. Claims 1 to 6, inclusive, and 16 of the patent 
Mm suit are not at issue. Claims 7 to 15, inclusive, and 
meeo 24, inclusive, of U. S. patent No. 3,133,640 are at 
ssue, with claims 7, 9, 18, 22, 23 and 24 designated by 
he defendant as representative of these claims. 


3. The terminology of the patent in suit seems as 
nderstandable and reasonably precise as the respective 
ontexts require. The descriptions contained in the patent 
n suit are sufficiently concise and clear to enable one 
killed in the art to construct that which is taught by the 
lacent. 


G4. The defendant characterizes its alleged 
mvention as a bottle inspection system which combines: a 
entered optical system with a radial scan to provide spatial 
iltering for the generation of signal components of a 
articular frequency or a range of frequencies representing 
mall particles in the bottom of the bottle, electronic 
ircuits for selecting the particular frequency or mek etna 
epresenting particles in the bottom of the bottle, an 
Mectronic circuits for detecting direct current at a 
articular level to reject opaque bottles and bottles with 
elatively large particles in the bottom of the bottles. 


5. Reading the patent as a whole, in the light of 
he evidence presented relating to prosecution of the patent 
nd the teachings of the prior art relating to bottle 
nspection and missile and star tracking, the Court finds 
hat; 


(a) With respect to the use of AC, the draw- 
ngs and the specifications describe a device whose funda- 
ental purpose is to detect a foreign particle by causing 
m to set up an alternating current signal of a particular 
requency. The nature of-the signal indicative of the 
resence of small particles in the bottle is characterized 
it column 2, lines 61-64 of the patent where it is stated 
hat "As a result (of small particles of dirt in the bottle) 


e output of the photocell will be an alternating current 
gnal, the frequency of which basically is determined by 
e speed of rotation of the reticle times the number of 
Bee seeacesclection of this frequency, or reasonably 
Scriminated band of frequencies (for rejection purposes), 
fecoupPecied by the LC tuned circuit, which is the heart 
the frequency discrimination concept of the '640 patent. 
e '640 patent teaches the use of RC circuits as couplers, 
® not as differentiators. If '640 did use their circuits 
differentiators, such would destroy the essence of the 
Buccs byeceducine the selectivity of the LC circuit. The 
tection of an alternating current signal, as contemplated 
the patent, is predicated on the particular frequency 
the signal. Counsel for the defendant states that the 
rcuit disclosed in the patent is merely an embodiment of 
e invention, but the Court finds tha it is the essence 
the disclosure of the patent, insofar as the use of AC 
concerned. 


(b) The '640 patent discloses a centered 
tical system whose essential element is a rotatable light 
opping disc centered on an axis of rotation that lies, at 
1 times during inspection, within the periphery of the 
ntainer. 


(c) As taught by the patent, the term "axis 
Rotation" of the dise and "center of rotation" of the 
Sc are Synonymous. However, the use of reflective optics 
plaintiff's device is equivalent to the use of refractive 
tics in the embodiment disclosed in the '640 patent. 


(d) The '640 patent discloses a multi-spoked 
ticle having more than one translucent area and more than 
e opaque area alternately disposed with the translucent 
eas, each of the areas extending radially from the center 

the disc. The '640 patent does not include a disc having 
single reflective line with the remainder of the surface 
aque. 


6. Where appearing in the patent in suit, such 
Mis as "AC", “alternating current", “alternating current 
i, and “substantially alternating current" or the™like, 
an an alternating current signal which has a substantially 
nstant and repetitive pattern with a substantially pre- 
termined time relationship between successive portions of 
e signal. Although the plaintiff's machine produces an 
Bernating current signal, it is only concerned with the 
itial slope of the first pulse thereof, and is not con- 
rned with matters of frequency or repetitive pattern. 


fists 


eee Of the claims of the patent in suit which 
iloy terms such as Peecicte!, “dices “scanning means", 
ianular member" or the like mean a reticle including at 
ast two radial opaque areas ‘and two transparent areas. 


8. Neither the Specification nor the drawing 
ntained in the '640 paten 


om the production of an A 
equency indicative of the 
e container; nor do the sp 
ything different from a multi-spoked reticle having more 
an one transparent segment 
gment extending radially from the center of ehemretweter 


- The nature of the art we are here concerned 
th is the detection of foreign objects in a field of view 
electro-optical techniques, rather than being limited to 


> bottle inspection field. (This finding also appears as 
clusion of law No. 5.) 


10. Electro-optical Systems for the detection of 
jects in the sky, detection of material moving on a con- 
ror, detection of the presence of objects moving on the’ 
und, and detection of objects in a container, all are 
‘tems which reside in an analogous art, and such Systems 
loy similar elements in a similar relationship for a 
ilar purpose. Further, such systems are related by the 
object of seeking to detect an object having distinct 
ht or dark characteristics in a background of different 
ht or dark characteristics. 


ll. The Court finds that each of the elements of 


patent in suit as hereinabove discussed was well known 
the prior art: 


(a) A centered optical Sy SECU tae Leino mel 
¢ providing a radial scan, is disclosed in the BrieLsn 
ent No. 517,229 issued to Stoate January 24, 1940, and 
ted States Patent No. 3,034,405 filed October 138 9530 

issued to Biberman, et al., May 15, 1962. 


(b) The use of DC to detect large objects in 
mntainer is disclosed by Stoate 2 Ce United States patent 
2,265,037 issued to Gulliksen December Loo alinvced 
-es patent No. 2,439,490 issued to Schell April sis lo4ee 


(c) The use of AC to detect foreign objects 
lisclosed by United States patents to Fitz-Gerald No. 
L6,036; Biberman No. 3,934,405; Schell No. 2,439,490; 
Weathers No. 2,427,319. The art of attenuating signal 
onents having undesirable frequencies in an AC Signal 
mphasize other signal components having a particular 


ile 


Bequency Or frequencies in the AC signal is well known. 

he art of emphasizing the signal components having the 
articular frequency or frequencies in the AC signal is also 
ell known. 


(d) The Stoate '229 patent discloses a DC 
ystem, but does not disclose or contemplate the concept of 
patial filtering for the generation of signal components of 
Prrterent frequencies and the selection by electronic 
echniques of the frequency.or frequencies representing small 
articles in the bottom of the bottle. 


(e) The Biberman '405 patent discloses a 
issile or star tracking system but does not disclose a 
ottle inspection system. ‘The Biberman '405 patent is the — 
hly reference specified in paragraphs ll(a), 11(b) and 
l(c) of the Findings of Fact that discloses a centered 
ptical system with a radial scan for providing spatial 
iltering. 


(£) No single reference cited by plaintiff 
iscloses a bottle inspection system employing techniques of 
Patial filtering or the combination of spatial filtering 
nd electronic frequency selection as defined in paragraph. 

Pe these Findings of Fact. 


ieee aje ihe ‘640 patent discloses the first 
ystem for detecting small particles in the bottom of a 
sttle while scanning the bottom of the bottle, including the 
dge of the: bottle, without masking the edge of the bottle. 


(b) The need for a satisfactory machine for 
nspecting empty bottles for foreign particles existed for 
considerable period of time before the invention of the 

Mbodiment of the '640 patent. 


(ec) The invention of the "640 patent has 
njoyed considerable commercial success. 


(d) For all practical purposes, the only 
achines now being sold in the United States for inspecting 
mpty bottles for foreign particles are those being manu- 
actured by the defendant, the plaintiff, and the Barry- 
shmiller Co. The machine being manufactured by Barry- 
shmiller Co. was developed by Wyman, one of the inventors 
2 the '640 patent, and Husome, president of plaintiff and 
ne person who developed plaintiff's machines. 


iv 


ieee rach Of the elements in the patent in sure as 
mployed in substantially the same way, and functions in 
ubstantially the same manner, as its counterpart in the 
Mmeor art. However, all of the elements in the patent in 
mit do not have counterparts im the £leld of bettle inspec- 
fon . 


ieeOr the ‘above-mentioned prior art references, 
nly Fitz-Gerald '036 was before the United States Patent 
Maminer. However, the Patent Office cited references dis- 
losing centered optical systems with radial scans in the 
teld of star tracking and missile tracking systems, and the 
efendant, through its attorneys, called other similar 
Srerences to the attention of the Patent Office. Such . 
Meerences further disclosed the concept of spatial filtering 
nm the star tracking and missile tracking field. The '640 
atent was granted over such references. 


15. Upon review of the evidence adduced, the Court 
inds that the following patents are part of the relevant — 
meor art: 


(Qe Steate 229 teaches’ the use sor avcentesed 
ptical system with a rotatable scanning member having a 
ingle radial slit. The scanning member is disposed above 
he bottle being inspected, with its axis of rotation coin- 
ident with the common axis of a light source, bottle and a 
hotocell. Defendant knew, through other attorneys than 
Hose prosecuting the applications which resulted in the 
jmt of the "640 patent, of the Stoate “229 patent prior ta 
Meargument before the Patent Office to the effect that the 
entered optical system was an important and novel part of 
he invention disclosed and claimed by defendant and that 
efendant was the first to include a centered optical system 
or the bottle inspection machine disclosed and claimed by 
efendant. 


However, the defendant's attorneys were not con- 
imeed at that time that Such rererences aerudllyediseiias ca 
| centered optical system, and the defendant did not prac- 
‘ice any fraud by any failure on its part to call the Stoate 
Me patent to the attention of the Patent Office. 

(b). Biberman '405 discloses, in a star tracking 
"missile tracking system, a centered optical system includ- 
mea reticle with alternately disposed opaque and translucent 
meas for the detection Of a foreien @piect Ineameueldne: 
fee Biberman ‘405 further suggests the use of AC circuitry 
Usea to a particular frequency to detect a foreign object. 
na field. 


(c) Schell '490 and Weathers '319 teach the 
sombination of an AC signal for the detection of small foreign 
garticles in a field of view, and a threshold or DC level 
signal for the detection of opaque bottles and large particles 
in bottles. Further, the Weathers patent discloses the detec- 
mon Of foreign particles in the field of view by use of a 
mined circuit. 


The defendant:'s attorneys were aware of the 
machings of the prior art mentioned above in this paragraph 
Meee time they argued before the Patent Office in support 
we their application for the '640 patent, and they did not 
fil such prior art to the attention of the Patent Office. 
lowever, the defendant's attorneys did not intentionally 
athhold anything from the United States Patent Office that 
they concluded was relevant. 


oem ihe patent in sult 1s a combination patent. 


Wee ine detection of objects in a field of view in 
me star tracking or missile tracking field occurs in a 
felatively homogeneous background. The detection of a small 
mreign particle in the bottom of a bottle occurs in a 
substantially non-homogeneous background, especially since 
the signal components produced by scanning the edges of the 
yottle have a much greater intensity than-the signal compon- 
mts produced by scanning small particles in the bottom of 
the bottles. Nonetheless, the Court finds that both come 
within the art here concerned as defined in paragraph 9 
iereof. 


18. Some of the problems presumably encountered 
ind solved in the development of the defendant's alleged 
nvention were previously recognized and solved by others in 
fhe field of missile or star tracking prior to the filing 
§ the '640 patent application by the inventors. Other 
such problems were previously recognized and solved in the 
sleld of bottle inspection prior to the filing of the patent 
Melication by the inventors. Some of the problems specific 
0 the bottle inspection field, including the effects of the 
edge of the bottle, was neither recognized nor solved by 
Wagers prior to the filing by the inventors of the patent 
pplication which matured into the '640 patent. 


| 19. The Court finds that both Williams and Calhoun, 
the named co-inventors of the patent in suit, possessed at 
feet Ordinary skill in the guided missile and missile 
‘tacking field, wherein the use of spoked recticle-AC systems 
or the electro-optical detection of objects against a back- 
round was well known prior to filing the patent application 
Or the patent in suit. After organizing Industrial 

ynamics, the inventors devoted a number of months in unsuc- 
essful attempts to develop an operative system for detecting 
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Particles in empty bottles before deciding that a scanning 
type of system was best suited for bottle inspection. Once 
it was decided that a centered optical system with a radial 
Sean was best suited for bottle inspection, Industrial 
Dynamics Corporation required only approximately one month 
mo design and construct its first prototype of the machine 
described in the patent. While the inventors appeared to 
have had some developmental problems, they were mostly 
engineering problems, i.e., problems related to the appli- 
cation of the inventor's mechanical and electronic skills. 


20. The inventors constructed a number of different 
embodiments before filing in the Patent Office the patent 
application which formed the basis of the '640 patent. 

These embodiments were operative. They included systems 
having a reticle with a single translucent area and with a 
single opaque area and with the opaque area considerably 
larger than the translucent area, the reticle being included 
to provide spatial filtering when the reticle rotated. 
These embodiments further included RC circuits to detect 
the signal components representing small particles in the 
bottom of the bottles by selecting the range of frequencies 
representing such particles from other frequencies after 
the generation of such different frequencies by spatial 
filtering. 


21. What the named inventors did would not be 
surprising or unobvious to a person skilled in the art. 


22. Plaintiff's machines (the allegedly infringing 
303 and Slimlight) seek the same end result of detecting 
foreign particles in a container as does the machine des- 
cribed in defendant's patent. However, the means employed 
by the SME devices to reach this end result are dissimilar 
from those taught by the patent in suit. The enumerated 
respects in which the Court finds them dissimilar are set 
forth in rather telegraphic reference to the wording of the 
following claims: 


Claim 7. (a) The different areas of the bottle scanned 
by the SME machines do not include the 
center and progressive portions of the 
periphery of the bottle. In the SME 
machines the scanning member is rotatirg 
at a high rate of speed while the bottle 
is in continuous motion across the inspec- 
tion zone. The mirrored slit of the SME 
scanning member does not extend beyond 
the center of the member. Therefore, 
before the center of the bottle reaches 
the axis of rotation, the scan of fhe 
trailing one-half of the sweep does not 
include the center of the bottle; and the 


— 


instant the center of the bottle goes 
beyond the axis of rotation, the scan of 
the lead one-half does not include the 
CeueeG OL the bottle. 


(b) The detection CIECumtEYy On vthe SME 
machines is not concerned with rendering 
a repetitive alternating current signal 
output at the photocell. Plaintiff's 
machines are concerned only with the 
leading edge of a single pulse of electri- 
cal energy indicative of the presence of 
a foreign particle in the container. ie 
fdctethat the phetocell does set up a 
repetitive alternating current Signal is 
irrelevant to the operation of the SME 
machine. 


(c) The rejection of a bottle by the SME 
machine is not dependent upon an alter- 
nating signal of a hoped for Darereular 
frequency or a discriminated band of 
frequencies as taught by the patent in 
suit. In the SME machines, rejection is 
primarily dependent upon the rate of 
change of amplitude of a Single pulse of 
electrical energy indicative of the pres- 
ence of a foreign particle. Such Beiyea= 
tion derivative is achieved through the 
use of an RC differentiating network. 
The patent in suit teaches rejection 
selection through the use of an LC tuned 
circuit responsive to a particular fre- 
quency. While plaintiff's machines are 
concerned only with signals in the 200- 
5000 c.p.s. range, this is not comparable 
to the '640 patent wherein a specific 
frequency, dependent on the speed of 
rotation of the scanning disc times the 
number of disc spokes, is sought to be 
selected. 


Claim 9, (a) The progressive segments of scan of the 
Scanning member of the SME machines do 
not, at all times during the complete 
inspection period, include the center of 
the bottom of the bottle and progressive 
portions of the periphery, as discussed 
with respect to claim 7. 


(b) In the SME machines, the center (axis) of 
rotation of the rotatable means is not 


7 Lie 


maim 18. 


(c) 


(a) 


(b) 


(c) 


actually disposed within the bottom of the 
container. However, while the actual 
Coutcm@mMacis) Of FOtatlonellecmouts idemon 
Ene periphery of the bottom of the 
Comeainer, the optleal axis. bemiepy tehe 
mirrored surface of the rotating member, 
d0CS i relwithin the periphery vor the 
DOEGOM Of the Container. The vortsee of 
ENG vaxise Or COLACLON Of Che SME ratbacine 
Memeciu ls "@lrected to proviage a means for 
Scanning the neck of the bottle, a result 
that is not achieved or taught by 
defendant's disclosure. This offsetting 
is done for a purpose that is unrelated to 
a simple attempt to avoid the charge of 
copying the claim, and the doctrine of 
equivalents for this reason is found not 
torapply. 


As stated above with respect to claim 7, 
the SME machines are not concerned with 
indicating the presence of foreign parti- 
cles by means of alternating signals in a 
relevant sense as taught by the patent. 


In the SME machines, the scanning area is 
not 'Substantially greater" than the size 
of the particle sought to be detected, in 
the sense that the quoted words are used 
in the '640 patent. 


Because of the motion of bottle through 


the inspection zone, the SME scanning areas 
do not include, at each instant, the 

center and a portion of the periphery of 
the container. This is discussed above 
with respect to claim 7. 


The circuitry of the SME machines does not 
undertake to detect particular alternating 


‘components in the photocell output signal 


in the manner taught by the patent in 
suit. In a detection sense, the machine 
taught by the patent in suit is interested 
in alternating signals of a particular 
frequency. As indicated hereinabove, 

with respect to claim 7, the SME machines 
are interested only in the slope or rate 
of change of the magnitude of a single 
pulse. 


aly‘ 


maim 20. 


vlaim ei, 


(d) 


(b) 


(c) 


(a) 


(b) 


(c) 


The SME machines are not concerned with 
particular levels, or magnitudes, of an 

Ree stena | produced by the photocell as 
Caueht by the patent in suit. Plaintice's 
machines are responsive only to the rate 
of change of magnitude of a pulse and not 
the ultimate magnitude of the pulse. 


pemoce SOR Im the Eindines relating be 


molatm o> the center (axis) lo: rotation oF 


the SME scanning member is not within the 
periphery of the container. 


The progressive segments of the areas of 
the bottle scanned by the SME machines do 
not include the center and portions of the 
BeLiphery Of the bottle. “ihis was) dis— 
cussed above with respect to claim 7. 


The SME machines are not concerned with 
Peodicime an aleernating current sienall ac 
a particular frequency and magnitude 
related to the size of the particle. The 
BEVCCELOM POVELON Of ThewcIrculery jor ene 
Paola wh Stlt Will wejiech amboer lemony 
if the input thereto is an AC signal 
having a particular frequency, or selected 
range of frequencies, indicating the 
presence of a foreign particle. In the 
SME machines, the detection clceuleeys wien 
accept signals over a broad range of 
frequencies but reject a bottle only if a 
Single pulse received indicates a parti- 
cular rate of change of magnitude. 


For the reasons indicative hereinabove 
with reference to claim 9, the center 
(axis) of rotation of the SME scanning 
member is not within the periphery of the 
bottle to be inspected. 


As stated hereinabove with respect to 
elaim 18, in comparison with the teachings 
of the '640 patent, the SME area of scan 
iS) NOt substantially larger than the 
cross-sectional area of a dirt RUSTE LG Ls 
sought to be detected. 


Mie waceasOn Scan Of Ene SME machines sae 
any instant does not include the center 
of the bottle to be inspected. 


Mlaim 22: 


Glaim 23: 


aim 24: 


| 
| 


(a) 


(a) 


(b) 


(a) 


(b) 


For reasons indicated hereinabove with 
Bespece to clgqim 7, the plaintire 's 
machines are not concerned about rendering 
Postueernating curcent srenal output, nor 
is the rejection of a bottle based upon 

an alternating signal in a relevant sense 
as taught by the patent in suit. 


For the reasons indicated hereinabove with 
GeSpecumEo Claim 7. he plainti fe 's 
machines are not concerned with rendering 
an alternating current signal output in a 
relevant sense as taught by the patent in 
suit. 


The SME machines do not use an amplifier 
mean tuned to a specific frequency range. 
Miesface that the plaintirt’ s machines 

set up frequencies ranging from 200 to 

5000 cycles per second, does not constitute 
focusing on a "specific frequency range" 
in the sense taught by claim 23. Conse- 
quently, plaintiff's machines are not 
constructed to reject a bottle on the 
basis of an alternating current signal 
having a frequency within a specific range. 


The scanning member of the.SME machines 

is not on a center located within the 
periphery of the bottle. This is discussed 
with reference to claim 9. 


As opposed to the teachings of the '640 
patent, the SME scanning member does not 
have alternate radial opaque and trans- 
lucent areas. Reading the patent as a 
whole, the term "areas'' means more than 
one with respect to both opaque and trans- 
lucent respectively. Referring to the 

SME scanning member it cannot be said that 
the opaque area extends ina radial 
direction out from the center in the same 
or similar sense as the opaque areas of 
the scanning disc disclosed by the patent 
Pri suite. 


Based upon statement of defendant's counsel 
that the defendant is willing to predicate its case upon the 
zlaims hereinabove discussed, the Court has limited its 
jetailed discussion to those claims. However, the evidence 
2Stablishes, and the Court finds, that the remaining claims 


SIL 


me issue, namely 8, 10-15, inclusive, 7, US) aie) 20 eeee saya 
infringed by the SME machines. 


CONCLUSIONS OF LAW 


1. The Findings of Fact and Conclusions of Law 
filed with this Court and Signed January 24, EoGy., following 
trial on the issues of the defendant's alleged misuse of the 


patent in suit are incorporated herein and made a part hereof 
by reference. 


2. This Court has retained jurisdiction of the 


parties and of the causes of action Set out in the Complaint 
and Counterclaim. 


3. All of the remainder of the claims are properly 
at issue, and the defendant has chosen to predicate its case 
mon claims 7, 9, 18, Ea DES NING) Uilhe 


4- 35 U.S.C.A. Section 282 Provides in part, 
‘A patent shall be presumed valid. The burden of establish- 
me invalidity of a patent shall rest on a party asserting 
t." Plaintiff herein is charged with that burden. 


5. Whether arts are analogous depends upon the 
imilarity of their elements and purpose. [f elements and 
urpose in one art are so related and similar to those in 
mother art that the relationship would appeal to the mind of 
person having mechanical skill and knowledge of the pur- 
oses of the other, then the arts may be said to be analogous. 
he nature of the art or field of interest we are here 
oncerned with is the detection of objects in a field of 
lew by electro-optical techniques, rather than being limited 
o the bottle inspection field. (See also Finding No. oS 


6. Electro-optical Systems for the detection of 
bjects in the sky, detection of material moving on a con- 
eyor, detection of the presence of objects moving on the 
round, and detection of objects ina container, all aime 
ystems which reside in an analogous art, and such systems 
iloy similar elements in a similar relationship for a 
imilar purpose. Further, such systems are related by the 
id object of seeking to detect an object having distinct 
ight or dark characteristics in a background of different 
ight or dark characteristics. (See also Finding No. Los) 


fee soch parties have properly characterized the 
atent in suit as a combination patent. In construing the 
itent, it must be read as a whole and the claims interpreted 
1 the light of the specifications. 


alee 


S. The evidence establishes and the Court concludes 
Maat each element of the patent in suit is anticipated in 
Menor abe rererences as such prior art is defined in 
Conclusions 5 and 6 hereof. No single element of the patent 
Baesuit constitutes invention. Scrutiny of combination 
claims should be even more detailed when, as with the patent 
fn Suit, the old elements have been previously employed in 
fesimilar relationship for a similar purpose, or when the 
elements perform the same function in combination as out of it. 


9. Even if all the claims here in issue disclosed 
the combination of all of the elements of the alleged inven- 
meon, each of such claims would be invalid for lack of 
Bavention over the prior art here concerned. "A patent for 
a combination which only unites old elements with no change 
mmenele respective functions,. . .obviously withdraws 

what already is known into the field of its monopoly and 
diminishes the resources available to skillful men." 


Heer Go. Vv. American Air Filter Co., 318 F.2d S10). 
Bvemoen Cine 1963). 


10. The validity of the '640 patent depends on the 
disclosure of a combination that "produces in some way or 
Manner a surprising or unusual result which would not have 
been expected by a person having ordinary skill in the art." 


Canadian Ingersoll-Rand Company v. Peterson Products 
Sipcan Mateo, 223 EB. Supp. o025) 608. (NN. Deecalnee 


ee 
IGS). 


ll. No claims in the patent are so broad as to 
purport to include each of the elements of the combination 
that the defendant contends for its patent, as set forth in 
minding of Fact No. 4. 


ieee loot elaims 7 to 15, inclusive, andjl7 to 24; 
inclusive, are invalid as being obvious under 35 U.S.C.A. 
section 103. 


13. If the missile and star tracking field cannot 
be properly considered with the bottle inspection field as a 
Single art of detecting objects in a field of view by electro- 
Optical techniques, the system disclosed and claimed in the 
'640 patent constitutes an invention over the prior art 
relating to bottle inspection, and the patent is valid. 


pelos 


14. On each of plaintiff's allegations, the Court 
concludes that the defendant has not practiced a fraud on the 
Mnited States Patent Office in its prosecution of the appli- 
Cation for the patent in suit. 


15. Plaintiff's contention that the claims of the 
patent in suit must fail because they are fatally ambiguous, 
indistinct and indefinite is rejected. Further, the Court 
Concludes that the description contained in the patent in 
eee 1S Surticiently clear and concise to enable one skilled 
On the art to construct the disclosure thereof. 


litweelae Gourt conclides that the patent in suit 
does not fail for improper joinder of inventors. Plaintiff 
has failed to bring forth sufficient evidence tending to 
show that Wyman was not a proper co-inventor on said patent. 


iveee the previously stated conclusions of the Coure 
Meth respect to the validity of the patent in suit preclude 
ne necessity for the Court to rule upon plaintiff's con- 
Bentions that claims 7 to 15, inclusive, and 17 to 24, 
inclusive, are invalid because they were filed more than one 
year after public use began. 


18. The burden of proof is upon the one asserting 
infringement to establish the infringement of a patent by a 
proponderance of the evidence. 


19. Where the elements of the patent are found in 
Various prior patents in the same art field of interest, 
the patent will be construed strictly according to its terms. 
The terms in a patent must be strictly construed against the 
patentee in determining infringement. Claims must be con- 
Strued not only in the light of the specification and drawings, 
but also with reference to the file history; claims must 
always be explained by and read in conjunction with, the 
Specification and in the light of definitions and admissions 
made by the applicant in Patent Office proceedings. 


20. In order for a patent to be infringed, each and 
every element of at least one of the claims of the patent 
Must find its counterpart in the accused device, a situation 
that is not present here as to any claim. 


21. In order to constitute equivalency of devices, 
it must be established that the same or similar functions 
are performed in substantially the same way or manner or by 
the same, or substantially the same, principle or mode of 
Operation. Although the device disclosed in the '640 patent 
and the SME devices are similar from the standpoint of 
result (or function) (save the neck detection function of 
the SME machines, a capability not achieved by defendant's 


Sy 


Bevice), they are dissimilar as to the means of achi eving 
these results (or performing these functions), and therefore 
are not equivalent. 


22. An invalid patent may not be infringed, and 
the Court accordingly concludes that none of the claims here 
Concerned are infringed by the plaintiff's machines. More- 
myer, even if the patent in suit were in any respect to be 
declared valid, the Court concludes that it is not infringed, 
in light of Conclusion No. 20 hereof and Finding of Fact 
m. 22. 


Pee aimiiie be emitted to a declaratory judgment 
em. its Complaint that claims 7 to 15, inclusive, and 17 to 
24, inclusive, of the patent in suit are invalid and not 
infringed. 


24. Plaintiff is further entitled to a judgment 
dismissing defendant's Counterclaim and awarding costs to 
Meetntiti £or the portion of the litigation relatine to 
patent validity and infringement. Each party will bear its 
own atttorney's fees. 
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APPENDIX C 


PLAINTIFF'S EXHIBITS 


Maintiff's Exhibits For Identification In Evidence 
in’ 119 Wiz 
2 119 Was 
3 129 130 
4 185 | 190 
5 195 | 197 
6 258 260 
7 274 274 
8 276mm 276 
9 278 278 

10 292 292 
11 292 2oom 
12 297 297 
13 297 297 
14 316 317 
15 339 341 
16 339 341 
17 347 349 
18 1 ae 351 
19 350 351 
20 350 351 
21 369 370 
22 389 | 390 


laintiff's Exhibits 


23% 
24 
25 
26 
27 
28 
29 
30 
a 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

| 47 


ii 


For Identification 


5o9 
Seis 
B93 
398 
Sis)s) 
401 
420 


423 


423 
426 
426 
506 
545 
545 
545 
545 
568 
687 


690 


693 
693 
694 
701 
701 
704 


In Evidence 


390 
394 
‘ 394 
398 
oo) 
401 
421 
425 
425 
427 
427 
508 
546 
547 
563 
563 


688 
691 
693 
694 
696 
701 
704 
~ 710 


aintiff's Exhibits 


48 
49 
50 
a 
52 
pe 
54 
5) 
56 
57 
58 
oy) 
60 
61 
Gz 
63 
64 
65 
66 
67 
68 
69 
70 
we 
72 


iii 


For Identification 


710 
712 
742 
746 
823 


947 
947 
947 
949 
954 
Le 
1058 


1068 


1084 
1086 
1094 
1106 
1142 
1161 
1166 
1375 
1414 
1415 


In Evidence 


piel 
733 


750 
1612 
861 
226 
948 
948 
948 
953 
953 
1089 
1561 © 


1084 
1090 
1466 
1106 
1142 
1162 
1166 
1397 
1612 


laintiff's Exhibits For Identification In Evidence 


We 1416 | 1491 
74 ——-: 1439, 1438 1438 
75 1441 1455 
76 1441 1610 
77 1449 Dea 52 
78 . : 1463 1465 
79 | e147 7 1637 
80 1490 . 1491 
81 1515 | 1513 
82 1550 1550 
83 1570 1574 
84 1575 eS 
85 1591 1591 
86° 1600 | 1609: 
87 : 1616 | ese 
88 1633 1633 
89 16 36 1793 
90 1642 1642 
91 1648 1648 
92 1655 1660 
93 1660 °° 1666 
94 1666 | 1673 
95 1667 1673 
96 1673 | 1677 
97 | 1679 ~ 1681 


iv 


aintiff's Exhibits For Identification In Evidence 


98 | 1681 1684 
99 1695 1695 
100 1926 1926 
101 1931 1949 
102 1932 | 1971 
103 - 1932 1971 
104 1949 2159 
105 1951 2178 
106 1971 1984 
107 1995 2193 
108 2010 
109 : 2085 
110 2112 
111 2131 2151- 
12 2152 2153 
113 2152 2153 
114 2152 a 2153 
115 2152 2153 
116 2150 
117 2177 2178 
118 2177 2178 
119 | | 2179 2187 
120 2193 
val 2195 2201 


22 2201 2203 


I. 


DEFENDANT'S EXHIBITS 


sfendant's Exhibits 


4 


SE a Ss I << > oS OO ©? > (| 2 


For Identification 


146 
443 
473 
492 
102 
108 
110 
118 
124 
154 
167 
174 
Wee 
186 
221 
Z29 
Poe 
242 
243 
245 
249 
vs 
254 


In Evidence 


147 
447 
478 
493 
108 
108 
110 
118 
124 
154 
167 
174 | 
181 
186 
221 
230 
242 
242 
245 
247 
251 
253 
254 


efendant's Exhibits 


X 


vii 


For Identification 
oée 20Gentitication 


258 
260 
269 
293 


359 
360 
363 
409 
472 
481 
486 
490 
402 
494 
a17 
524 
564 
610 
618 
622 
623 
629 
630 


In Evidence 


Zoo 
264 
295 
oo 
337 
360 
360 
668 
429 
480 
486 
490 
492 
493 
494 
a25 
5245-2304 
265 
618 
Zon 
Giz 
eye S| 
629 
631 


efendant’s Exhibits Bou Identiticatvom In Evidence 


AV 631 
AW 641 
AX 651 661 
AY 669 672 
AZ 673 674 
BA 674 677 
BB 677 680 
BC 681 681 
BD 681 681 
BE 684 684 
BFC 685 685 
BG 685 685 
BH 1008 1009 
BI 1021 1023, 1397 
BJ to BM, incl. 1022 1023 
iN to BQ, incl. 1O2S LO25 
BL to BQ 1? 
OBR 1277 je 
/™ 5S 1279 1312 
BT 1285 | 1312 
BU 1298 ee 
BV 1304 eye 
BW 1312 1322 
BX 1323 1334 
| 122 1611 


Wile 


efendant's Exhibits 


BZ 
CA 
CB 
CC 
CD 
CE 
cr 
CG 
CH 
CI 
CJ 
CK 
CL 
CM 
CN 
CO 
cP 
CQ 
CR 
cS 
CT 
CU 
CV 
CW 


Lx 


For [Identification 


SL 7OWs 
L703 
1704 
1708 
1709 
7 LO) 
iy i2 
ae 
IyAike: 
17 22 
1750 
1758 
1760 
1809 
1837 
1847 
1859 
1860 
1679 
2055 
2066 
2066 
AOL 
2082 


In Evidence 


i702 
1704 
1706 
1708 
1709 
JET 
1758 
1758 
ys 
1758 
ee 
1760 
IAT 
1820 
1848 
1859 


2355 


2300 
2080 
2080 


2083 


fendant's Exhibits For Identification In Evidence 


CX | 2226 2239 
CY 2239 2255 
GZ | 2255 aS 
DA 2291 2294 
DB 22 ge 2356 
DC . DSL 2231 
DD 2361 

DE 2397 


APPENDIX 9 


at a ge i mn 


Meme ocempe: 18, 1965 (P. 31, L. 13 through P. 33, L. 25) 


Fa i re 


few, £ would like in particular to call your attention to 
Ptticle Roman numeral XIV, and ask you, sir, how the wording 
fo this agreement came into being. That is, who presented 
me, who proposed it, as it evolved in your negotiations from 
June of 1959 as it culminated in September of 1959? 

Well, I would say that during the negotiations with Mr. 
wavicum. we ran into a stalemate, neither of us could agree 
to anything the other wrote as a final agreement, and we then 
Balled in Mr. John Michaels of Michaels, Frederick & Best, 
and he drew up the agreement that was sent out to Calhoun 

mc CO his attorneys, I think which were Lyon and Lyon at 
Brat time, and most of the wording in this agreement was 

Mr. Michael's words and thoughts. 

Well, Mr. Michael, of course, was reflecting the agreement or 
attempted agreement that you and Mr. Calhoun had been 
Negotiating between yourselves, isn't that correct? 

Bes . 

Now, you have indicated that there were differences of opinion. 
You could not agree, that is you on behalf of Meyer Company 
and I assume you mean Mr. Calhoun on behalf of Tndistcial 
Mynamics, is that right? 


* Yes, 


You presented this agreement, it was prepared on your behalf 
by Mr. Michaels? 

That's Porrect. 

Now, was this disagreement or inability to reach agreement 
related in any way to the agreement not to compete portion of 
the agreement? 

I don't think that neither Calhoun nox myself had any dis- 
Berecwieit On the contract. Jt was merely the wording of it 

me couldn't agree with it. 

Mhact's what I am discussing. Of course, I am asking about the 
wording of the agreement not to compete portion of the contract. 
fedon t think so. 

You don't think you had disagreement on that portion? 

No. 

There were disagreements on the wording of other portions? 
mes. The wording only. I think generally we were in agree~ 
ment fairly quickly, but we couldn't write anything down 

Bhat either of us would accept. 

Yes, now, with respect to the wording which finally evolved 

in the one sentence constitutes Article Roman XIV on page ten 
MePlaintiff£'s Exhibit 8, will you tell me, sir, 1£"this word- 
ing as you understood it in September of 1959, differed in 

any way from your understanding of the agreement that you 
wished to secure from Mr. Calhoun and his company regarding 


Mie subject of an agreement not to compete? 


ded 


Well, I think this is an agreement not to compete in the 
moctle inspecting machine as cited in the original in the 
Mecument here as the definition that will carry through. 


fn Other words, on the bottle inspecting machine for 


Mecertaining dirt in the bottle coming from a bottle washer. 
OS ea a a a ae a a eee 


(Emphasis added) 


vipat 


APPENDIX E 
Matbact OL Deposition Of Milton Shapiro 


a A A OT A 


Potemeay &, 1906 (P. 25, L. 19 through P. 26, L. 23) 


Do you recall any discussions at that time regarding the 
Pelationship of the companies, JDC and Meyer, that would 
follow subsequent to the entry into a contract regarding 


Eye right of IDC to compete with the Meyer Company? 


fm remember generally -- and this may be the first meeting or 
mae Second meeting; I am not sure which -- that Meyer did 


want some sort of protection against a competing machirm that 
IDC might come up with. Now, how they worked out this -~ 
there was some talk about whether they could get the pro- 
Bection, et cetera, but quite honestly this was not something 
i was concerned about. My concern was that if the deal could 
be made and made favorably, my employers would not only get 
Back their money but may even make a profit. 

ms best you can recall, will you state for us what it was 
Bhat Mc. Meyer asked for? 

Mean Only Sum it up in one word: protection. 

-ROSTON: At what meeting? 

MORN: Q. Protection? | 

Mrotection. 

Do you recall the statement being made or being used by Mr. 


Meyer such as an agreement not to compete? 


mnese words may have been used. I am not sure by whom. 
femmay have been either by Mr. Meyer or by Fred or by both, 
Mia by Somebody else. 

What did you understand was being sought in this connection 
py Mr. Meyer? 

think what he was seeking was protection against having 
Industrial come up with a machine that would knock his 
machine -- ‘his' being the one that he was going to es 


Bering over =~ out of the box. (Emphasis added) 


ia 


APPENDIX F 


en er eR SS A 


Clauses Similar (ete oem ALV 


Clause 


a1. The Licensee covenants and agrees 
Mmacing the term of this license agree- 
ment not to manufacture or use or rent 


eny device which will be in competition 


Meeoeene deyice or devices covered by 
Mizs license agreement. 

Mm. ihe licensor covenants and 
Berees that during the term of this 
Bereement, not to manuxacture, sell, 
Ment, license, use or in any way do 
Business with the device or devices 
Bovered by this ayreement. 

Touchett [plaintiff] agrees to be 
Peecluded from manufacturing or 
Belling or causing the manufacture 

Mm sale of any of the items covered 
by the foregoing patents or of any 
Maint rollers or paint txays substan- 
Praliy similar to the items covered 
by said patents provided only that 
pPOuchett shall be entitled to manu- 
MEacture such items upon request and 


Ordex of the coxpoxation. 


Case 


McCullough v. 
Kammerer Corp., 
TOG wie da 7 oo ea 


CLiceuait 99 a3 ) |. 


Ses Gece el « 


B35 ao cls 
(1948) 


TOUCHeEE sa eZ 


ne 


Paints Corps? 


F.Supp. Jee D. 
Wis, 1957— 


{ 
{ 


f, 


‘without 


mne licensees further agree that they 
Pall not directly or indirectly enter 
into the leasing, manufacture or sale 
Besany devices similar to the 

licensed device or competitive there-~- 
Boeso® long as they operate under this 
license. 

It is understood and agreed that during 
the term of this agreement, 


ox any 


Beeension thereof, Second Party shall 
mot manufacture ox distribute in the 
@aited States and Canada any other 
safety type or automatic releasing ski 
binding other than that manufactured by 
First Party, together with any 
improvements developed by First Party 
and approved by sceoud Palty 

"Second Paley. -further agrees not to 
Merchandise os offer for sale any 
merchandise which could be competitive 


Mirth any of the articles, items or 


merchandise manufactured and/or 
Meetributed by the First Party (Russel), 
EQemweLitten approval of the 
Merst Party." 


alal 


Chamberlin vv. Clark 
Bio sny lO Pe oupir. 
Se GSD Kees 


ot) 


Bentenbach Va naer. 
son and Thompson Ski 


Cope 309) ee ec ee 


(Cen Circuit Ie oe 


COLE. denied. 3/2 leo 


end 


830 (1964) 


F.C. Russell Co. vs 


Consumers Insulation 


Co., 226 F.2d 373 


(ard Circuigee 1955) 


Beor the duration of this contract, 
[Heckethorn] agrees not to 
manufacture, sell or dispose of 
any other shock absorber which 
is competitive with the shock 


absorber covered by said patents." 


right 


Columbus Automotive 
Corp. ve the Oldpery 
Manufacturing Co., 


387 F.2d 643 (LUth 


Cit cuLt. Lwioe.) 


APPENDIX G 


SUMMARY OF CALHOUN'S TESTIMONY REGARDING STRAINED 

GONSTRUCTIONS ADOPTED BY MEYER AT TRIAL OF IN- 

FRINGEMENT AND VALIDITY ISSUES (KC CIRCULTS AS 

DIFFERENTIATORS ) 

Meyer, throvgh Calhoun's testimony at the trial, 
meoced £0 further broaden its claim through a strained 
struction by contending that: 

1. The RC circuits in the '640 patent serve a 
@erentiating function (i.e., change the waveshape and 
i render an output representative of the slope of such 
Menape); this in order to interpret the claims to cover 
sslope detection technique of the SME machine as well as 
frequency selection technique taught by the '640 patent. 

2e tne RC circuits in the '640 patent in fact 
me to couple and not differentiate, and the Court so found. 
inding of Fact No. 5(a), R. 1940) This was amply supported 
the evidence. (Appellee's Brief, p. 21, case No. 22592-A) 
Meee and differentiating functions for an RC circuit are 
Melly exclusive (Griest Tr. AGW 
| Homenesyery minor extent that it discussed any of 
2 RC circuits therein, the '640 patent merely states, in 
isang, at Col. 5, line 5 that such serve the purpose of 


Ipling one stage to another. 


or 


| ts tr 


ed 


feeerences herein to "Griest'' and "Ryde" are to Dr. Raymond 
EeeceGriest and Mr. John L. Ryde, two of SME's expert wit~ 
ses, 


an 


Mime pert analyzing the patent, including its file 
Mey, would conclude that the RC circuits included therein 
mot serve as differentiators, but rather as coupling cir- 
MemecGricst, Tr. 2124 and Ryde, Tr. 1474) Contrariwise, 
Brder to function properly, the allegedly infringing machines 
MeeenkC Citrerentiating circuits. (Griest at Tr. 2110) 

Semeee nOlun Cestified on deposition (Ex. 71) that the 
@ixrcuits in the '640 patent served a coupling function; at 
Meal he cestitied that they served a differentiating func- 
Semeuie {rial Court stated that Calhoun in his deposition 
ified that RC circuits in the '640 patent serve as couplers 
Mee cve) trial was trying to twist them into differentiators. 
B® 2694) 

Owe ieliams in bis deposition in evidence (Ex. /1) 
0 testified that the '640 patent electronically did not 
ferentiate , i.e.»employ slope detection, while SME's 
ines do so operate. More specifically, Williams at page 
; Lines 10-26, answered as follows: 

"Q@ Is it your understanding that the SME 

eyetem, krom an eléctronic siynal processing 

point of view, is concerned at all with the 

Shape of the output signal as cpposed to 

amplitude, for example? 

Mets my uUNderstanding thet the SME system 

iemeoncen ved With the shape of the detector 

Oem signal, in that the amplitier used in 

the SME system, as I understand it, has a 

Pisin, amplitude versus frequency characteris- 

fie Or trom the time domain point of view is 


eseent ally a dixfLerentiator. 


We dee tnereroce 16 iS Looking at the rate of 


Li 


Eqange Of the signal, is that not right, of 
Eieectiape Of the Signal? 


peeves, it tends to do this. 


@. Does the '64V0 system do this in its detection 
mechanism electronically? : 


A. No." 

And Ryde at Tr. 1687 and Griest at Tr. 2098-2101 
milarly GesitteLed. 

pemeror tne RC clreuzts (labeled A, B, CG, E & E in 
;¢, /3) to serve as differentiators and contribute to an 
portant feature of the operation of the '640 patent, it 
uuld seem that they ought to have been so discussed in the 
Ment. But in fact the opposite is the case. The only 
stance where they are discussed in the patent is at column 
Mine 5 where they are stated to serve as couplers. So 
important were these RC circuits considered by the inven- 
rs, that they were not even awarded reference numerals in 
1@ specification and drawings of the patent. 
Thus, it may be readily seen that such strained 
mstructions did no more than confuse the major issues before 


-@°Trial Court and unduly prolong the trial. 


' 


absent 


APPENDIX H 


SUMMARY OF MEYER'S TRIAL DEMONSTRATION REGARDING 

THE EQUIVALENCY OF 'o40 AND SME DETECTION CIRCUITS 

Pumener trial, Galhoun demonstrated an alleged 
wlation of a machine corresponding to the 'ov40 patent 
mine SME machine. An electronic amplifier (Ex. AA) was 
moduced into evidence and testified to by Calhoun as 
mg representative of both machines; a switch was provided 
have it work in one version or the other (Tr. 410) Also 
moduced in evidence was a circuit diagram (Ex. AF) de- 
Meee the circuitry of Ex. AA. 

That Ex. AA was in fact representative of the ‘640 
Mane was clearly demonstrated to be untrue in the follow-~ 
Menree respects: 

iPaeene Jncductlor, or col, equivalent to 82 of 
mire 4 of the ‘040 patent, was of an extremely low Q, or 
Wity; it being approximately 0.44 instead of the order of 
iycontemplated by the patent. Williams testified on de- 
ition that a Q of 5 was appropriate for the coil in ac-~- 
(dance with the ‘640 patent. (Williams Depo., p. 129, 


Mmel0) Ryde Tr. lo31 and Griest Tr. 2114 also so testifiea.* 


m@eerences herein to "Griest" and “Ryde'' are to Dr. Raymond 
lard Griest and Mr. John L. Ryde, two of SME's expert wit- 
Ses., 


2. A resistor was wired in parallel across the 
Bircuit (comprising a capacitor and a coil wustensibly 
valent to the L and C, numbered 80 and 82 in Figure 4 
the '640 patent) and this resulted in swamping whatever 
mae effect the LC circuit in Ex. AF mizht otherwise have 
Mechnus destroying its tuning capacity (Tr. 1021). 

Meme catise of the above, the test performed in 
m court by Calhoun (fr. 407) gave the impression that 
1 Ex. AA functioned in a similar manner as does the alleged- 
infringing SME machine when in ue He GENS Weis Ae ee 

circuit of (Ex. AF) was not the same or equivalent to 
ms machine (Tr. 2118). 

After the demonstration of Ex. AA, SME made a de- 
istration of its own to show the manner in which a re- 
mer used across an LC tuned circuit swamps out the tuning 
Mee Of Such circuit beginning at Tr. 1600 (Ex. 86). When 
mmecestified at Tr. 1614 that Ex. AA was not in accordance 
h the '640 patent and explained why (mentioning the pro- 
@eemoe Che swamping resistor), the Trial Court on its ow 


ied Ryde why he thought the resistor was placed there by 


Seemeeric. Ryde charitably replied at Tr. 16023 that an 
lier 


Ber would be "pure speculation" and said further, "Zi 


fay don't understand it." 


ak 


